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Mr. Ernest Johnson, Director
Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
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Re: Southwest Gas Corporation General Rate Case Application
Docket No. G-01551A-

G-01551A-07-0504
Dear Mr. Johnson:

Pursuant to Section R14-2-103 of the Arizona Administrative Code,
Southwest Gas Corporation (Southwest) tenders for filing an original and
thirteen (13) copies of its Application for the Establishment of Just and
Reasonable Rates and Charges Designed to Realize a Reasonable Rate of
Return on the Fair Value of the Properties of Southwest Gas Corporation
Devoted to its Operations Throughout Arizona (Application). The Application
consists of Volume l - Application and Tariff Sheets, Volume ll- Supporting
Schedules, and Volume Ill - Testimony.

Witness Workpapers are being provided under separate cover to members of
your Staff and the Residential Utility Consumer Office. Additional copies are
available and will also be provided to all parties to the Docket.

Southwest is hopeful that Staff will be able to complete its sufficiency review
within 30 days. Southwest will make appropriate personnel available to
respond expeditiously to Staff's questions or requests for additional
information regarding the Application. To further expedite the process, please
contact me at (702) 876-7163 or debra.iacobson@swqas.com as soon as a
potential deficiency is identified so that Southwest can cure any deficiency
that may exist as quickly as possible.

Very truly yours,
!** \U"
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3
Debra Jacobso
Director/Goverhment and State Regulatory Affairs

Enclosure

5241 Spring Mountain Road Las Vegas, Nevada 89150-0002
P.O. Box 98510 / Las Vegas, Nevada 89193-8510 / (702) 876-7011

www.swgas.com
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BEFORE THE ARI ZONA CORPORATION commIssIon
1

2 COMMISSIONERS

MIKE GLEASON, Chairman
WILLIAM A. MUNDELL
JEFF HATCH-MILLER
KRISTIN K. MAYES
GARY PIERCE
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11

IN THE MATTER OF THE APPLICATION
OF SOUTHWEST GAS CORPORATION
FOR THE ESTABLISHMENT OF JUST AND
REASONABLE RATES AND CHARGES
DESIGNED TO REALIZE A REASONABLE
RATE OF RETURN ON THE FAIR VALUE
OF THE PROPERTIES OF SOUTHWEST
GAS CORPORATION DEVOTED TO ITS
OPERATIONS THROUGHOUT ARIZONA

)
)
)
)
)
)
)
)
)
)

DOCKET No. G-01551A-07-

12

13 APPLICATION

14 Southwest Gas Corporation (Southwest o r the Company)

respectfully states and represents as follows15

16

17

18

19

20

21

Applicant

Southwest, a corporation organized and existing under the laws

of the State of California, is engaged in the business of

distributing and transporting natural gas in service territories

located throughout the states of Arizona, California and Nevada.

Southwest is a public service corporation subject to the

22 jurisdiction of the Arizona Corporation Commission (Commission) by

23 virtue Article applicable

24 provisions of Title 40 of the Arizona Revised Statutes (A.R.S.).

of X V of Arizona's Constitution and

25 Southwest's certificated service territories in Arizona are

26 located in portions of the counties of Cochise, Gila, Graham,

27 Greentree, Paz, Maricopa, Mohave, Pima,

28 operational purposes, Southwest's

La Pinar and Yuma.

Central Arizona Division is

For

1



1 headquartered in Phoenix, Arizona, and Southwest's Southern Arizona

2 Division is headquartered in Tucson, Arizona. Approximately fifty-

four percent (54%) of Southwest's customers are located in Arizona.3

4 Corporate Headquarters; Communications

5

9

10

11

12

Southwest's corporate headquarters is located at 5241 Spring

6 Mountain Road in Las Vegas, Nevada. Southwest's mailing address is

7 P.O. Box 98510, Las Vegas, Nevada 89193-8510, and. Southwest's

8 telephone number in Las Vegas is (702) 876-7011.

Communications regarding this Application should be directed

to the attention of Debra Jacobson, Director/Government & State

Regulatory Affairs, at the above Las Vegas address and telephone

number (702) 364-7163; and Karen Haller, Assistant General Counsel

at the above Las Vegas address and13

14

& Director of Legal Affairs,

telephone number (702) 364-3191

15 Statutory Authority

16

§§ 40-250 and 40-251

18

This Application is made pursuant to Sections 3 and 14 of

17 Article XV of Arizona's Constitution, A.R.S.

and other applicable provisions of Title 40 of A.R.S.

19 R14-2-103 of the Arizona Administrative Code (A.A.C.).

and Section

20 Supporting Documentation

21 Southwest is a Class A utility within the contemplation of

22 A.A.C. R14-2-103; accordingly, the schedules required by that Rule

23 are a part of this Application. Also accompanying this Application

is a copy of Southwest's 2006 Annual Report to Shareholders.

25 Additionally, accompanying this Application are the testimony and

26 exhibits which Southwest submits in support of this Application.

24

27 Nature of Relief Sought

28 Southwest seeks the establishment of rates and charges for the

2



1

2

3

provision of natural gas service in Arizona at just and reasonable

levels to provide Southwest with a realistic opportunity to earn a

f air and reasonable rate of return on the fair value of Southwest's

4 properties devoted to its Arizona operations

5 Circumstances Justifying Relief

6

7

Southwest's primary reason for filing this Application, which

is based on the historical test year for the twelve months ended

current30, 2007, i s that rates and charges are not8 April

sufficient to provide Southwest with a reasonable opportunity to

10 earn a f air and reasonable rate of return on its investment and to

9

11 attract the capital necessary to ensure continuation of reliable

12 The historical test year

13

14

15

16

service to present and future customers.

in Southwest's last general rate case was the twelve-month period

ended August 31, 2004.

Southwest's adjusted test year shows a revenue deficiency of

approximately $50.2 Million and any earned return <15 only 6.68

17 percent on its investment to provide utility service. Southwest

requests a capital structure consisting of 51 percent debt, four18

19

21

22

23

24

percent preferred equity, and 45 percent common equity, with a

20 requested return on common equity (ROE) of 11.25 percent and an

overall return on original cost rate base of 9.45 percent and a

7.04 percent fair and reasonable return on a f air value rate base.

The testimony and exhibits accompanying this Application

reflect that approximately $20.6 million of the revenue deficiency

is attributable to increased costs of capital. Although Southwest

26 has been successful in its efforts to control costs and to improve

25

27 productivity since its last general rate

28 financial resources have been strained.

case, the Company's

Southwest's capital

•
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1

3

4

5

6

expenditures for its Arizona operations from August 31, 2004, the

2 end of the test year in its last general rate case, through April

30, 2007, the end of the test year in this general rate case,

exceed $371 million. During this 32-month period, the Company

significantly improved its capital structure, improving its common

equity ratio by 8.8 percentage points, from 34.1 percent to 42.9

7 percent common equity. However, with substantial customer growth

expected to continue for the foreseeable future, Southwest's need

9 to access the financial markets to fund a portion of its capital

10 expenditures will be reduced if the Commission grants the relief

8

11 requested in this general rate case

12

13 a measure o f Southwest's

14 On August

16

18

During this period of continuing customer growth, Southwest's

customer-to-employee ratio, key

productivity, has continued to improve substantially.

15 31, 2004, the test year ending date in Southwest's last general

rate case, Southwest was serving approximately 736 customers per

17 Arizona employee. In comparison, on April 30, 2007, the test year

ending date in this general rate case, Southwest was serving 857

16.419 customers employee,

Despite this significant increase in its customer-

a percent increase in

21 customer satisfaction, as determined by an

22 remains in excess of 95

per Arizona

20 productivity.

to-employee ratio,

independent third-party, percent.

Southwest has successfully controlled costs while maintaining its23

24 commitment to customer sati sf action.

25

Ensuring that the Company is

sufficiently strong financially to provide safe and reliable

is the best interests of Southwest's26 natural gas service in

27 customers Existing rates are unjust and unreasonable and their

continuance threatens Southwest's financial integrity.28

4
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1 Overall Purpose

2

3

4

The overall purpose of Southwest's Application is to secure

reasonable ratemaking treatment which recognizes and alleviates the

combined detrimental effects o f increased costs o f

5

capital,

declining average residential usage, and the vagaries of weather.

6 These combined effects impair Southwest's ability to recover its

fixed costs of doing business and earn its authorized rate of7

8 return

9

10

11

12 Among other

13 things, Mr.

14

15

16

In his direct testimony, Roger C. Montgomery explains, from a

broad policy perspective, why it is critical that Southwest have a

reasonable and realistic opportunity to earn the rate of return

authorized k/ the Commission jai this proceeding.

Montgomery stresses the importance of approving a rate

design and regulatory mechanisms that address weather volatility

and the continued steady decline in average residential usage over

This declining average use is due, in largethe last two decades.

17

18

19

part, to conservation efforts by consumers and increased energy

efficiencies in housing stock and appliances.

As part cf this Application, Southwest proposes a revenue

20 decoupling mechanism to address the negative effects of declining

average usage on fixed cost recovery and revenues.21 Southwest also

to lessen the harmful

23

24

22 proposes a weather normalization mechanism

impacts to customers and the Company from the variability of bills

and fixed cost recovery associated with weather volatility.

Consistent with the overall purpose, a central focus of this

26 Application is Southwest's critical need to compete effectively in

27 the financial markets to secure the capital required to meet growth

25

28 demands in one of the f attest growing states in the country. Not

•
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1

2

3

4 utilities

6

8

9

10 Commission time rate and

11

only has Southwest been unable to earn its Commission-authorized

rate of return, but its authorized ROE is significantly below the

rates of return approved for other Arizona investor-owned energy

Therefore, Southwest is requesting an authorized ROE

5 more closely aligned with comparable natural gas utilities.

Approval of the proposed rate design and regulatory mechanisms

7 will increase energy cost predictability for customers, improve

Southwest's financial strength over time, and help the Company

achieve parity with other Arizona energy utilities. If the

adopts proposed design regulatory

mechanisms, Southwest will have a more realistic and reasonable

12 Over time, this

13

opportunity to earn its authorized rate of return.

will allow the Company to improve its credit ratings.

in the financial metrics will assist Southwest in lowering the

Improvements

14

15 overall cost of debt, which benefits Southwest's Arizona customers

16 Witness Testimony

17 A complete and accurate explanation of the circumstances and

18 a s for the

19

20

21

22

23

conditions upon which Southwest relied justification

proposed adjustments in rates and charges and the changes in other

tariff provisions proposed in this Application is embodied in the

following accompanying testimony:

(1) Roger Montgomery - Policy and general rate case overview;

(2) Robert Mashas - Overall deficiency/revenue requirement and

24

25

26 and

27

various adjustments;

(3) Randi Aldridge - Cost of service and various adjustments;

(4) Laura Hobbs - Management Incentive Program. (MIP)

Supplemental Executive Retirement Plan (SERP);

28 <5) Theodore Wood - Capital structure, cost of debt, and

•

•
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1 overall rate of return;

2

3

4

5

(6) Frank Hanley - Cost of equity;

(7) Jamie Cattanach - Billing determinants and declining

residential consumption per customer;

(8) Frank Maglietti - Class cost of service study and Purchased

6 Gas Adjustment (PGA) mechanism;

(9) Ralph Miller - Revenue decoupling and energy efficiency;7

8 and

(10) A. Brooks Corydon - Rate design and regulatory/ratemaking

mechanisms

11 Request for Implementation of New Rates by October 1 , 2008

12

13

Because Arizona uses a historical test year, the revenue

requirement used to determine prospective rates in this proceeding

reflects costs Southwest incurred in 2006 and the first four months14

15 Combine d with the Augus t 3 1 filing da te , the ra te s

16 e s ta blis he d from this  proce e ding will re fle c t cos ts  a pproa ching 24

17 months  s ince  firs t incurre d a nd more  tha n 14 months  s ince  the  clos e

of 2007

18

19

21

22

24

of the test period, rather than reflecting the costs in Arizona at

the time rates become effective. This delay contributes to the

20 Company's inability to earn an authorized rate of return and

highlights the need for timely relief.

Therefore, Southwest requests this Application be processed

23 under a schedule which contemplates the implementation of new rates

by October 1, 2008, prior to the winter heating season.

indicated above,25 A s the rate of return experienced by

26 Southwest from its Arizona operations for the test year ended April

27 30, 2007 was 6.68 percent. It is inevitable that, by October 1,

28 2008 [17 months after the end of the test year] Southwest'sI

9

10

7



1

2

3

4

upon conclusion of the

6 hearing, the Commission promptly issue a decision determining the

7 f air value of Southwest's Arizona properties, authorizing a just

8 and reasonable rate of return thereon, and establishing rates and

9 charges designed to allow a reasonable opportunity for Southwest to

realize the authorized rate of return.

5

earnings from its Arizona operations will have continued to erode.

WHEREFORE, Southwest respectfully requests that the Commission

issue a special order pursuant to A.A.C. Rl4-3-lol.c to establish

notice, filing, discovery and hearing procedures.

Southwest further requests that,

10

11 RESPECTFULLY SUBMITTED this 31st day of August, 2007

SOUTHWEST GAS CORPQRAT ION12

13

14

15

16

17

18

19

Kat eNS alter
est. General Counsel
6 Director of Legal Affairs

5241 Spring Mountain Road
Las Vegas, Nevada 89150
(702) 364-3191
(702) 252-7283 - FAX
karen.haller@swgas.com

20

21

22

23

24

25

26

27

28

8
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Paul cut his teeth on a heavy pole . used to roll logs _
and, as a child. pliQ'F('Ll with an axe and cross<~ut instead
of more traditional lim, s. On his first birthday his father
gave him a blue o~; rained Bahr. Hahn grew to be seven
axe handles and a plug of tobacco wide between the eyes
and, as a snack. would eat. 30 bales of hay _ wire and
all. The tracks that Paul and Babe made gallivanting
around Minnesota filled up and made the 10,000 lakes.
Their travels took them West. too. They dug the Grand
Canyon by dragging Paulls axe behind them, and created
Mount Hood by piling ro<:l~:s on top of their campfire to
put it out.

They were famous for being so large _ and for putting
their weight into their work. Paul Bunyan could fell 23
trees with a single swing of his axe. And when he got his
rhythm, he looked like a tornado in a toothpick factory.
On one job - clearing North Dakota for Teddy Roosevelt
_ the winding road to the river slowed the crews. So
Paul liookod Babe to the far end, and Babe marched in a
straight line until that road ran as true as a crow flies.
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Fe llow Sha reholde rs ,
As  ne the r ye a r pa s s e s ,
our s tory continue s .

.1

ma rke d improve me nt in ope ra ting
re s ults  a nd pos itive  move me nt in
the  Compa ny's  s tock price  combine d

for a  ve ry encouraging 2006. Much needed
ra te  re lie f in Arizona , continue d cus tome r
growth throughout our s e rvice  a re a s , a nd
a nothe r s upe rb contribution from our pipe line
cons truction s ubs idia ry drove  e a rnings  to
$2.07 pe r sha re , an increase  of $0.92 pe r sha re
ove r the  $1.15 pos ted in 2005. The  Company's
s tock price  wa s  pos itive ly a ffe cte d by the  ris e
in e a rnings  a nd the  s trong pe rforma nce  of our
indus try s e ctor a nd the  ove ra ll ma rke t.
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l a u will re ca ll tha t the  Arizona  Corpora tion Commis s ion (ACC) re nde re d its  de cis ion in
the  mos t re ce nt Arizona  ge ne ra l ra te  ca se  in Fe brua ry 2006 a nd a pprove d a n a nnua l
incre a se  in ope ra ting re ve nue s  of $49.3 million, e ffe ctive  Ma rch 1, 2006. While  it will

ta ke  a  comple te  twe lve  months  to ca pture  the  full be ne fit of this  incre a se , tha t portion re a lize d
in 2006 we nt a  long wa y towa rd improving the  Compa ny's  fina ncia l re s ults . Unfortuna te ly, we
we re  disa ppointe d tha t the  ACC did not a pprove  the  ke y ra te  de s ign proposa ls  the  Compa ny
ma de  to mitiga te  the  e ffe cts  of we a the r vola tility a nd cus tome r cons e rva tion re s ulting from
highe r na tura l ga s  price s  a nd more  e fficie nt building s ta nda rds  in ne w cons truction, And while
the  we a the r improve d ove r the  prior ye a r, it wa s  s till wa rme r tha n norma l a nd, conse que ntly, our
ope ra ting ma rgin in Arizona  wa s  ne ga tive ly impa cte d.

As  we  me ntione d in la s t ye a r's  re port, to bring more  s ta bility to re ve nue s  a nd ca sh Hows , the
Company proposed seve ra l ra te  de s ign a lte rna tive s  in each of the  mos t recent gene ra l ra te  ca se s
in Ca lifornia , Ne va da  a nd Arizona . In Ca lifornia , the  a pprove d ra te  de s ign s ubs ta ntia lly prote cts
the  a uthorize d ope ra ting ma rgin. In Ne va da , while  the  a pprove d ra te  de s ign mitiga te s  mos t
of the  e xposure  to we a the r va ria bility, we  continue  to work with the  commiss ion a nd s ta ff to
furthe r re fine  ra te  de s ign a nd improve  re ve nue  s ta bility. Although we  we re  a llowe d to incre a se
the  monthly fixe d bas ic se rvice  cha rge  to cus tomers  in Arizona , the  authorized ra te  de s ign does
not ye t provide  a cce pta ble  re ve nue  s ta bility. Fortuna te ly, the  ACC's  fina l orde r a cknowle dge d
the  ne e d to s tudy this  is sue  furthe r, a nd the  Compa ny wa s  e ncoura ge d to continue  pursuing
ra te  de s ign re fine me nts  with the  ACC s ta ff a nd othe r inte re s te d pa rtie s . We  ha ve  e s ta blishe d a n
ongoing dia logue  with a ll inte re s te d pa rtie s  on this  importa nt is s ue .

Effe ctive  ma rke ting initia tive s  e mpha s izing the  life s tyle  be ne fits  of na tura l ga s  a pplia nce s  a nd
a me nitie s  to builde rs  ha ve  e na ble d the  Compa ny to cons is te ntly re a lize  a  sys te m-wide  a ve ra ge
ma rke t sha re  of ne w home  cons truction in e xce ss  of 90 pe rce nt. This  compa re s  to a ll indus try
ave rage  of le ss  than 70 pe rcent.

Ha ving e xpe rie nce d more  tha n a  de ca de  of tre me ndous , ne a r indus try le a ding cus tome r growth,
we  be lieve  the  management of growth has  become one  of our core  competencies . In 2006, we
expe rienced an increa se  of 71,000 cus tomers  throughout our se rvice  a rea s . This  organic growth
e xce e de d tha t of mos t na tura l ga s  dis tribution compa nie s  in the  na tion. The  Compa ny ha s
a ggre s s ive ly ma na ge d this  growth to e nsure  it is  profita ble . As  the  e xclus ive  provide r of na tura l
gas in the  a re a s we  se rve , we  ha ve  the  obliga tion to provide  se rvice  to cus tome rs , subje ct to ta riff
re quire me nts . Howe ve r, whe n the  e conomics  for a  sub-divis ion do not me e t the  re quire me nts
unde r our ta riffs , we  re quire  non-re funda ble  contributions  from builde rs  in orde r to re ma in
within our a llowa ble  ca pita l inve s tme nt. Furthe rmore , for ne a rly a ll re s ide ntia l s ub-divis ion
deve lopments , we  obta in re fundable  advances  from builde rs  to cove r the  ca rrying cos ts  of our
s ignifica nt infra s tructure  inve s tme nts  until me te rs  a re  se t a nd cus tome rs  be gin pa ying for se rvice .
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us e d on the  le ve l of curre nt builde r commitme nts  for 2007, the  torrid growth le ve ls
of recent yea rs  appea r to be  mode ra ting. Howeve r, given the  projected, continued
popula tion growth in Arizona  a nd Ne va da , we  a re  s till a nticipa ting a  he a lthy growth

ra te  going forwa rd. Inte re s tingly, Arizona  re ce ntly surpa s se d Ne va da  a s  the  fa s te s t growing s ta te
in the  na tion in te rms  of pe rce nta ge  popula tion growth...Ne va da  is  now numbe r two.

We are  constantly analyzing our operating activities  to improve efficiency and productivity.
Through judicious investments  in technology, we continue to realize  s ignificant improvements .
For example, we launched a  project this  past summer to convert a ll customer meters  to
electronic meter reading. Over the past few years, the cost of the required technology decreased
to a level that made the economics for the project compelling. The conversion is expected to be
completed in 2009 and, through attrition and the use of temporary labor, we expect to complete
the conversion with no adverse  impact to remaining full-time employees.

During the  fifte e n ye a rs  e nde d 2006, the  Compa ny more  tha n double d, a dding 914,000 cus tome rs
and, notably, only 282 employees ...a  ra tio of 3,241 cus tomers  for eve ry employee  added. In 2006,
we  a chie ve d a n ove ra ll cus tome r to e mploye e  ra tio of 706 to 1, one  of the  top productivity ra tios
in the  indus try a nd, by this  me a sure , more  tha n a  50 pe rce nt improve me nt ove r the  la s t de ca de .
Furthe rmore , we  e xpe rie nce d a  de cline  in our ope ra ting cos ts  pe r cus tome r ove r the  pa s t thre e
ye a rs , de spite  the  ris ing cos ts  of pipe line  cons truction a nd complia nce  with ne w fe de ra l a nd s ta te
manda te s . Remarkably, a .t the  same  time  we 've  expe rienced the se  productivity and e fficiency
ga ins , the  Compa ny cons is te ntly a chie ve d a  cus tome r sa tis fa ction ra ting we ll a bove  90 pe rce nt...
a  tribute  to the  commendable  e fforts  of our dedica ted employees .

Northe rn P ipe line  Cons truction Co., our wholly owne d pipe line  cons truction s ubs idia ry,
continue d to pos t impre s s ive  ope ra ting re sults . Through profita ble  bid work, incre a se d workloa d
unde r e xis ting contra cts , the  s e curing of ne w contra cts  a nd a  pos itive  e quipme nt re sa le  ma rke t,
NP L a chie ve d re cord ne t income  of $12.4 million, or $0.31 pe r sha re  during 2006. Give n the
initia tive s  NP L ma na ge me nt ha s  ta ke n, a nd e xpe cte d a ctivity for 2007, we  a nticipa te  continue d
fa vora ble  ope ra ting re sults , a lthough ma ybe  not a t re cord le ve ls .

As  you know, the  Company has  not increa sed the  dividend on its  common s tock s ince  1994.
The  Boa rd re gula rly re vie ws  divide nd policy a nd cons ide rs  the  a de qua cy a nd sus ta ina bility of
the  Compa ny's  e a rnings  a nd ca sh flows , the  s tre ngth of the  Compa ny's  ca pita l s tructure , the
s us ta ina bility of the  divide nd through a ll bus ine s s  cycle s ; a nd whe the r the  divide nd is  within
a  norma l pa yout ra nge  for its  indus try. Ba se d on the  re ce nt improve me nts  in the  Compa ny's
e a rnings , ca sh flows  a nd ca pita l s tructure , the  Boa rd of Dire ctors  de te rmine d tha t it would be
a ppropria te  a nd in the  be s t inte re s ts  of the  sha re holde rs  to incre a se  the  divide nd on common
s tock. At the  Fe brua ry 27, 2007 Boa rd me e ting, the  Compa ny's  a nnua lize d divide nd wa s
ra ise d by $0.04 from $0.82 pe r sha re  to $0.86 pe r sha re . The  Boa rd will continue  to monitor
the  Compa lly's  e a rnings , ca s h flows  a nd ca pita l s tructure  with a n e ye  towa rd the  pos s ibility of
furthe r e nha ncing divide nd la youts  in the  future .



' e  be lie ve  2006 ope ra ting re s ults  confirm tha t our principa l s tra te gie s  a re  working.
While  we  a re  ve ry e ncoura ge d with our progre s s , the re  is  s till improve me nt to be
ma de . We  a re  de te rmine d to build on the  mome ntum of our re ce nt a chie ve me nts  by

re ma ining focuse d on the  following core  s tra te gie s  tha t ha ve  brought us  succe ss .

Continue  to work clos e ly with re gula tors  to improve  the  le ve l a nd s ta bility of e a rnings
and cash flows
Continue  to a ggre s s ive ly ma na ge  growth
Continue  to ma ximize  e fficie ncy a nd productivity
Continue  to exceed our cus tomers ' expecta tions
Re ma in wa tchful a nd pos itione d to s e ize  s tra te gic growth opportunitie s

As  we  re fle ct on the  75-yea r his tory of our Company, we  have  been pa rt of a  remarkable  s tory...
one  tha t truly is  le ge nda ry. We  a cknowle dge  a ll those  who ha ve  contribute d towa rd building a
compa ny we  ca n a ll be  proud of We  be lie ve  the  future  is  bright. The  Boa rd a nd ma na ge me nt
a re  committe d to building on tha t le ga cy a nd ma inta ining a nd e nha ncing the  va lue  of your
inve s tme nt in S outhwe s t Ga s  Corpora tion.

S ince re ly,

Le Roy ('. Ha m  le m a n , J r.
(' l\a ir rn a n o ft h e Bo a rd

J r-Ilipry W S ha w
Ch ie f
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Stock Prices & Tra ding Volume  P e r Ye a r
stock prices in dollars., volume in millions
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Financia l Highlights

Throughput (inmillions of terms) Sales Transportation Total Combined
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Margin (in thousands ofdollarsl Sales Transportation Total Combined

\

$552,521
l

I $551,850

w

03 04 05 OF

Market Price Relative to Book Value (in dollars)

02

Book Value Market Price

02 03 04 05 06



\ 4
1 ,7 8 4

1 ,613
1 ,713

1,5:311.-155

706
6 6 1

600
633

571

r

$305,914
$27-1,748

8258.547

Southwest Gas Ooxporatiarn AnnualReport2006 Stories A10U11d the Fire Pit

FinancialHighlights

Number of Gas Customers (in thousands)
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Cus tome rs  by Divis ion
(December 31, 2006 )
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Ma rgin by Cus tome r Cla s s
(2006)
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Compa rison of 5-Ye a r Cumula tive  Tota l Re turns

Southwest Gas

S&P 500

S&P Small Cap Gas Index

$250

$200

$150

$100

$50

$0

0 1 02 04 05 06

The performance graph above compares the iiveyear cumulative total return on Company common stock, assuming reinvestment ofdivideands, with the Uotal returns on the

Standard & Poor's 500 Stuck Composite Index ("S&P500'll and the S&P Small Cap Gas Index, ccnnsisting of the Company and ten oliver natural gas distribution companies

(1) The Company is using the S&P SmallCapGas Index as its peer-group index.

(2) The S&P Small Cap Gas Index, which is weighted by year-end market capitalization, consists of the following companies:Arrows Elme1g3rCorp.;Cascade Natural Gas

Corp., Energy Corp., Laclede Group Inc.,New Jersey Resources Corp., Northwest Natural Gas Co., Piedmont Natural Gas Company; South Jersey Industries Inc.,

Southern Union Company, the Company;and UGI Corp.
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Consolida ted Se lected Financia l S ta tis tics

Year Ended December 31,
(Thousands of dollars, except per share amounts)
Operating revenues
Operating expenses

Operating income

Net income

Total assets at year end

2006 2005 2004 20023 2002

$2,024,758
1,815,576

$ 209,182

$ 83,860

$3,484,965

$1,714,283
1,563,635

$  150,648

$ 43,823

$3,228,426

$1,477,060
1,307,293

$ 169,767

$ 56,775

$2,938,116

$1,231,004
1,095,899

$ 135,105

$ 38,502

$2,608,106

$1,320,909
1,174,410

$ 146,499

$ 43,965

$2,432,928

Capitalization at year end
Common equity
Mandatorily redeemable preferred trust securities
Subordinated debentures
Long-term debt

$ 901,425 $ 751,135 $ 705,676 $ 630,467 $ 596,167
60,000

100,000
1,286,354

$2,287,779

100,000
1,224,898

$2,076,033

100,000
1,162,936

$1,968,612

100,000
1,121,164

$1,851,631

1,092,148

$1,748,815

$
$
$

$
$
$

$
$
$

$
$
$

$
$
$

Common stock data
Common equity percentage of capitalization
Return on average common equity
Eamings per share
Diluted eanxings per share
Dividends declared per share
Payout ratio
Book value per share at year end
Market value per share at year end
Market value per share to book value per share
Common shares outstanding at year end (000)
Number of common shareholders at year end
Ratio of earnings to f ixed charges

$
$

39.4%
10.3%
2.07
2.05
0.82

40%
21.58
38.37

178%
41,770
23,610

2.25

$
$

36.2%
5.9%

1.15
1.14
0.82

71%
19.10
26.40

138%
39,328
23,571

1.70

$
$

35.8%
8.5%

1.61
1.60
0.82

51%
19.18
25.40

132%
36,794
23,743

1.93

$
$

34.0%
6.3%

1.14
1.13
0.82

72%
18.42
22.45

122%
34,232
22,616

1.60

$
$

34.1%
7.5%

1.33
1.32
0.82

62%
17.91
23.45

131%
33,289
22,119

1.68

24
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Na tura l Ga s  Ope ra tions

2006 2005 2004 2003 2002

$1,671,093
56,301

$1,401,329
53,928

$1,211,019
51,033

$ 984,966
49,387

Year Ended December 31,
(Thousands of dollars)
Sales
Transportation

Operating revenue
Net cost of gas sold

1,727,394
1,033,988

1,455,257
828,131

1,262,052
645,766

1,034,353
482,503

Operating margin
Expenses

Operations and maintenance
Depreciation and amortization
Taxes other than income taxes

693,406 627,126 616,286 551,850

$1,069,917
45,983

1,115,900
563,379

552,521

320,803
146,654
34,994

$ 190,955

314,437
137,981

39,040

$ 135,668

290,800
130,515

37,669

$ 71,473

$3,352,074

$2,668,104

$ 305,914

$ 33,670

$3,103,804

$2,489,147

$ 258,547

$ 157,302

$ 48,354

$2,843,199

$2,335,992

$ 274,748

266,862
120,791

35,910

$ 128,287

$ 34,211

$2,528,332

$2,175,736

$ 228,288

264,188
115,175
34,565

$ 138,593

$ 39,228

$2,345,407

$2,034,459

$ 263,576

$ 281,329
(243,373)
(49,187)

Operating income

Contribution to consolidated net income

Total assets at year end

Net gas plant at year end

Construction expenditures and property additions

Cash flow, net
From operating activities
From investing activities
From f inancing activities

Net change in each

$ 248,884 $ 214,036
(277,980) (254,120)

20,350 57,763

(8,746) $ 17,679$

$ 124,135 $ 187,122
(272,458) (249,300)
143,086 60,815

$ (5,237) $ (1,363) $ (11,231)

Total throughput (thousands of  terms)
Residential
Small commercial
Large commercial
IndustriaVOther
Transportation

677,605
309,856
128,255
149,243

1,175,238

650,465
300,072
111,839
156,542

1,273,964

66'7,1'74
303,844
104,899
163,856

1,258,265

°5

To ta l th ro u g h p u t 2,440,197 2,492,882 2,498,038

593,048
279,154
100,422
157,305

1,336,901

2,466,830

588,215
280,271
121,500
224,055

1,325,149

2,539,190

Weighted average cos t of gas purchas ed ($ /the rm)
Cus tomers  a t yea r end
Employees  a t year end
Degree  days -a c t u a l
De g re e  d a ys -te n -ye a r ave rage

$ 0.79
1,784,000

2,525
1,826
1,961

$ 0.71
1,713,000

2,590
1,735
1,956

$ 0.57
1,613,000

2,548
1,953
1,913

$ 0.46
1,531,000

2,550
1,772
1,931

$ 0.38
1,455,000

2,546
1,912
1,963
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Management's  Discuss ion
Results  of Opera tions

and Ana lys is  of Financia l Condition and

O v e r v i e w Nor t hern Pipeline Construction Co. ("NPL" or the

"construction services" segment), a wholly owned subsidiary, is

a full-service underground pip ing contractor that  provides

ut i l i ty companies with trenching and installation, replacement,

and maintenance services for energy distribution systems.

he following discussion of Southwest Gas Corporation and

subsidiaries (the "Company") includes information related

to the Company's two business segments: natural gas

operat ions ("Southwest" or the "natural gas operat ions"

segment) and construction services. Southwest is engaged in

the business of purchasing, t ransport ing, and distribut ing

natural gas in port ions of Arizona, Nevada, and Cali fornia.

Southwest is the largest distributor in Arizona, sell ing and

transport ing natural gas in most of central and southern
Arizona, including the Phoenix and Tucson metropolitan areas.

Southwest is also the largest distributor of natural gas in

Nevada, serving the Las Vegas metropoli tan area and northern

Nevada. In addit ion, Southwest distributes and transports

natural gas in port ions of Cadifomia, including the Lake Tahoe

area and the high desert and mountain areas in San

Bernardino County.

Executive Summary

he i t em s d i sc ussed  i n  t h i s  E xec u t i ve S um m ary  are

i n t ended  t o p rov i de an  overv i ew  of  t he resu l t s  of  t he

Com pany ' s  operat i ons  and  are c overed  i n  g reat er  det a i l

i n  l at er  sec t i ons  of  m anagem ent ' s  d i sc uss i on  and

anal ys i s . As reflected in the table below, the natural gas

operat ions segment accounted for an average of 83 percent of

consolidated net income over the past three years. As such,

management's discussion and analysis is primarily focused on

t hat segment.

Consolidated Results of Operations

Year endedDecember 31,

(Thousands of dollars, except per share amounts)

2006 2005 ~>004

Contr ibution to net income

Natural  gas operat ions
Construction services

$71,473 $33,670 $48,354

12,387 10,153 8,421

$83,860 $43,823 $56,775

38

Consolidated

B as i c earnings per share

Natural  gas operat ions

Construction services

Consolidated

$ 1.76 $ 0.88 $ 1.37
0.31 0.27 0.24

$ 2.07 $ 1.15 $ 1.61

The main factors contributing to the increase in results of

operations during 2006 include:
factors affect ing operat ing margin are general rate rel ief,
weather, and customer growth.

higher operat ing margin result ing from the Arizona

general rate increase,

• continued customer growth,

a nonrecurring property tax settlement,

increased contribut ion to net income from NPL; and

• 2005 included a $10 million pretax charge related to

an injuries and damages ease (see Insurance Coverage

for additional information).

General Rate Relief. Rates charged to customers vary according
to customer class and rate jurisdiction and are set by the

individual state and federal regulatory commissions that

govern Southwest's service territories. Southwest makes

periodic fi l ings for rate adjustments as the costs of providing

service (including the cost of natural gas purchased) change

and as addit ional investments in new or replacement pipeline

and related facil it ies are made. Rates are intended to provide

for recovery of al l  prudent ly incurred easts and provide a

reasonable return on investment.  The mix of fixed and variable

components in rates assigned to various customer classes (rate

design) can significantly impact the operat ing margin actually

realized by Southwest.

Part ial ly offsett ing the above posit ive factors was a 2.4 mil l ion

increase in average shares outstanding between 2005 and

2006.

Princ ipal Factors Affect ing Operat ing Margin
The  following events h ig h lig h t the  impac t o f genera l ra te  re lie f
on ope ra ting m a rg in  d u d n g 2006:

Southwest's operating revenues are recognized from the

distribution and transportation of natural gas (and related

services) to customers. Operating margin is the measure of gas

operating revenues less the net cost of gas sold. Management

uses operating margin as a main benchmark in comparing

operating results from period to period. The three principal

T

T

In February 2006, the Arizona Corporation

Commission ("ACC") rendered a general rate decision

that increased rates in Arizona by $49.3 m il l ion

annually effective March 2006. During 2006, general

rate rel ief in Arizona provided a $35 mill ion increase

in operat ing margin.
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In June 2006, the California  Public Utilities
Commission ("CPUC") approved the Company's 2006
attrition year filing, granting annualized ra te relief of
$3 million, effective April 13, 2006, of which $2 million
was recognized in 2006.

theseexperienced employeeshave been redeployed to expand
sewiee and constructioncapabilities.Over the next few years,
Southwest will continue to invest in electronic meter reading
technology to achieve additionalefficiencies.

During the past decade, while adding nearly 692,000
customers, Southwest only increased staffing levels by 105.
During this same period, Southwest's customer to employee
ratio has climbed from 451/1 to '706/1, an increase of over 50
percent. It has accomplished this without sacrificing service
quality. Additional examples of technological improvements
over the last few years include electronic order routing, an
electronic mapping system and a work management system.

Weather. Weather is a significant driver of natural gas volumes
used by residential and small commercial customers and is the
main reason for volatility in margin. Space heating-related
volumes are the primary component of billings for these
customer classes and are concentrated in the months of
November to April for the majority of the Company's
customers. Variances in temperatures from normal levels,
especially in Arizona where rates remain leveraged, have a
significant impact on the margin and associated net income of
the Company. Differences in heating demand, caused primarily
by weather variations between 2006 and 2005, accounted for a
$3 million increase in operating margin. Temperatures during
both years were wanner than normal.

Customer growth requires significant capital outlays for new
transmission and distribution plant and results inhigher
service costs associated with operating and maintaining such
facilities. The followingfinancingactivities supported
continued construction during 2006:

• During 2006, the Company issued 2.4 million shares
of common stock through its various stock plans,
receiving over $70 million in proceeds.

In September 2006, the Company issued $56 million
in Clark County,Nevada 4.75% Industrial
DevelopmentRevenue Bonds("IDRBs") Sedes 2006A.
The proceeds from the IDRBs were usedby Southwest
to expand andupgrade facilities inClark County,
Nevada.

Customer Growth. As of December 31, 2006, Southwest had
1,784,000 residential, commercial, industrial, and other
natural gas customers, of which 965,000 customers were
located in Arizona, 642,000 in Nevada, and 177,000 in
California. Residential and commercial customers represented
over 99 percent of the total customer base. During 2006,
Southwest added 71,000 customers, a four percent increase, of
which 35,000 customers were added in Arizona, 29,000 in
Nevada, and 7,000 in California. These additions are largely
attributed to population growth in the service areas. Based on
current commitments from builders, customer growth is
expected to be over four percent in 2007. During 2006,
54 percent of operating margin was earned in Arizona,
36 percent in Nevada, and 10 percent in California. During
this same period, Southwest earned 85 percent of operating
margin from residential and small commercial customers,
6 percent from other sales customers, and 9 percent from
transportation customers. These general patterns are expected
to continue.

• During 2006, Southwest partially offset capital
outlays by collecting approximately $48.6 million in
net advances and contributions from customers and
third-party contractors.

Incremental margin ($26 million in 2006) has accompanied
this customer growth, but the costs associated with creating
and maintaining the infrastructure needed to accommodate
thesecustomershave also been significant. The timing of
including these costs in ratesis often delayed (regulatory lag)
and can result in a reduction ofcurrent-periodea.mings.

The results of the natural gas operations segment and the
overall results of the Company are heavily dependent upon the
three components noted previously (general rate relief,
weather, and customer growth). Significant changes in these
components (primarily weather) have contributed to somewhat
volatile earnings historically. Management continues to work
with its regulatory commissions in designing rate structures
that strive to provide affordable and reliable service to its
customers while mitigating the volatility in prices to customers
and stabilizing returns to investors. Such a rate structure is in
place in California and progress has been made in Nevada.
Southwest continues to pursue rate design changes in Arizona.

Property Tax Settlement

In Apn'l 2006, a settlement was reached regarding property tax
valuation disputes in Arizona for tax years 2001-2005. A
decrease to property tax expense of $3.7 million and an accrual
of$746,000 of interest income was recorded. This entry
resulted in nonrecurring alter-tax income of approximately
$0.07 per share in 2006.

Natural Gas Priee Volatility

Management has attempted to mitigate the regulatory lag
associated with growth by collecting contributions and
advances from home builders and by being judicious in its
staffing levels through the effective use of technology.
Exemplifying this in recent years has been Southwest's
expanded use of electronic meter reading technology. This
technology eliminates the need to gain physical access to
meters in order to obtain monthly meter readings, thereby
reducing the time associated with each meter read while
improving their accuracy. By the end of 2006, over 40 percent
of Southwest customers' meters were being read electronically.
Reductions in staffing levels associated with these efficiencies
have been accomplished through normal attrition. Some of

Southwest has experienced price volatility over the past five
years, as the weighted-average delivered cost of natural gas
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has ranged from a low of 38 cents per therm in 2002 to a high
of '79 cents per therm in 2006. Price volatility is expected to
continue throughout 2007. Sustained high prices can result in
increased under-collected purchased gas adjustment ("PGA")
balances and thereby temporarily reduce operating cash flows
until rate relief is granted to recover the higher costs. During
2006, Southwest was able to increase gas cost recovery rates in
all judsdictions and has reduced uncollectedPGAbalances by
$32 million since December 2005.

Stock-Based Compensahbn

with this filing, the Company also received approval to change
the way operating margin is recognized under the Company's
margin tracker mechanism. The change provides for
authorized levels of margin to be recognized in equal monthly
amounts throughout the year, rather than on a seasonally
adjusted basis. This change will not impact the total amount of
margin recognized annually, however it will affect the
co1npa.rability of 2007 versus 2006 quarterly amounts. As a
result, the $2.7 million authorized annual attrition increase to
operating margin in 2007, as adjusted for the equalized margin
tracker mechanism, is expected to result in the following year-
over-year comparative changes (2007 versus 2006): a decrease
of $7.7 million during the first quarter, and increases of
$2.6 million, $7.4 million and $400,000 in the second, third and
fourth quarters, respectively.

During the first quarterof 2006, theCompany began
expensing all stock-basedcompensation costs. In 2006, gross
expense was $4.9 million including $1.5 million for stock
options and $3.4 million for performance shares. In 2005,
expenserelated to stock-based compensation (performance
shares) was $4.1million. Results of Construction Services Operations

2007California Attrition Order

In October 200G, the Company made its 2007 annual
California attrition filing requesting a $2.7 million increase in
operating margin. The increase in customer rates was
approved to be made effective January 2007. In connection

The Company's construction subsidiary, NPL, increased its
contribution to consolidated net income by $2.2 million in 2006
when compared to the prior year. The increase was primarily
due to overall revenue growth, coupled with an improvement
in the number of profitable bid jobs, and a sustained favorable
equipment resale market in the current year.

Resu l t s  of  Na tura l  Gas  Opera t i ons

Year Ended December 31,
(Thousandsofdollars)

2006 2005 2004

_e

Gas operating revenues
Net cost of gas sold

Operating margin

Operations and maintenance expense
Depreciation and amortization
Taxes other than income taxes

$1,727,394
1,033,988

$1,455,257
828,131

693,406

320,803
146,654

34,994

627,126

314,437
137,981

39,040

$1,262,052
645,766

616,286

290,800
130,515
37,669

Operating income
Other income (expense)
Net interest deductions
Net interest deductions on subordinated debentures

190,955
10,049
85,567

7,724

135,668
5,087

81,595
7,723

157,302
1 ,611

78,137
7,724

Income before income taxes
Income tax expense

Contribution to consolidated net income $

107,713
36,240

71,473

51,437
17,767

$ 33,670

73,052
24,698

$ 48,354

2006 vs. 2005

Contribution from naturalgas operationsincreased
$37.8 million in 2006 compared to 2005. The improvement in
contribution was primarily due to higher operatingmargin
resulting from the Arizona generalrate increase,a
nonrecurring property tax settlement, andimproved other
income, partially offset by increased operatingexpenses and
financingcosts.

Operatingmargin increased $66 million in2006 as compared
to 2005.During2006, theCompanyadded 71,000customers,

an increase of four percent. New customers coupled with
additional amounts from existing transportation and
non-weather sensitive sales customers contributed $26 million
in incremental operating margin. Rate relief in Arizona and
California added $37 million. Differences in heating demand
caused primarily by weather variations between periods
resulted in a $3 million operating margin increase as warmer-
than-normal temperatures were experienced during both
periods (during 2006, operating margin was negatively
impacted by $16 million, while the negative impact in 2005
was $19 million).
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Operations and maintenanceexpense increased $6.4 million, or
two percent, betweenperiods reflecting general cost increases
and incremental operatingcosts associated with sewing
additional customers. Factors contributing to the increase
included insurance premiums, uncollectible expenses,
employee-relatedcosts, and incremental stock-based
compensation costs. Operations and maintenance expense for
2005 included a $10 million nonrecurringprovision for an
injuries and damages case (see Insurance Coverage below for
more information).

an injuries and damages case (see Insurance Coveragebelow
for more information). The increase also reflected general cost
increases and incremental costs associated with providing
service to a growing customer base. Factors contributing to the
increase included higher insurance premiums, uncollectible
expenses, employee-related costs, and compliance costs.
Operations and maintenance expense for 2004 included
$2.3 million in lease payments for an LNG facility which was
purchased in December 2004.

Depreciation expense increased $8.7 million, or six percent, as
a result of construction activities. Average gas plant in service
for 2006 increased $238 million, or seven percent, compared to
2005. The increase reflects ongoing capital expenditures for the
upgrade of existing operating facilities and the expansion of
the system to accommodate continued customer growth.

Depreciation expense and general taxes increased $8.8 million,
or five percent,as a result of construction activities. Average
gas plant in service increased$248 million, or eight percent, as
compared to 2004. The increase reflected ongoing capital
expenditures for the upgrade of existing operating facilities,
the expansion of the system to accommodatecontinued
customer growth, and the pu.rchase of the SouthLake Tahoe
properties.

General taxes decreased$4 million, or 10 percent, primarily as
a result of the nonrecurringproperty tax settlement (see
Property Tax Settlement for additional information) and
Arizona legislation signed in June 2006 that reduced property
tax rates, retroactive to January 2006.

Other income (expense) increased $3.5 million compared to
2004. Returns on long-term investments improved by
approidmately $1.2 million during 2005. Other income
(expense) for 2005 also included an $800,000 improvement in
interest income primarily associated with the unrecovered
balance of deferred purchased gas easts and a $900,000
increase in the allowance for equity funds used during
construction.

Other income (expense) increased $5 million compared to 2005.
The current period includes a $2 million net increase in
interest income primarily associated with the unrecovered
balance of deferred purchased gas costs and $1 million of
interest income on the property tax settlement discussed
above.

Net financing costs increased $4 million primarily due to
higher rates on variable-rate debt and an increase in average
debt outstanding to help finance growth.

Net financing costs rose $3.5 million, or four percent, between
years primarily due to an increase in average debt outstanding
to help finance growth and higher rates on variable-rate debt. r)

Income tax expense in 2006 includes a nonrecuning
$1.7 million state income taxbenefit.

Income tax expense in 2004 included $1.6million of income tax
benefits basedon an analysis of current and defensed taxes
following the completion of general rate cases and the closure
of federal tax year 2000.

2005 vs. 2004 Rates and Regulatory Proceedings

Contribution from natural gas operations decreased
$14.7 million in 2005 compared to 2004. The decrease was
principally the result of higher operating expenses, including a
nonrecurring provision for an injuries and damages case,
partially offset by improved, but lower thanexpected,
operating margin.

Operating margin increased approidmately $11 million in 2005
as compared to 2004. During 2005, the Company added 81,000
customers (excluding 19,000 customers associated with an
acquisition in the South Ldie Tahoe area), a growth rate of
five percent. New customers contnlbuted $20 million in
incremental margin. Differences in heating demand primarily
caused by weather variations between periods resulted in a
$17 million margin decrease as wander-than-normal
temperatures were experienced during 2005, especially in
Arizona. Rate relief in California and Nevada provided $8
million in new operating margin.

Arizona GeneralRate Case. In February 2006, the ACC
rendered a decision on the general rate case filed by

Southwest in December 2004. The ACC approved a
$49.3 million increase in operating revenues, effective March
2006. The decision did not include all of the rate design
changes or the conservation tracker Southwest had requested.
While the ACC did authorize an increase in the customer
charge by $1.70 per month, the rate design approved for
commodity sales continues to expose customers, investors and
the Company to the risks associated with weather volatility.
The ACC did however encourage Southwest to work with the
ACC Staff and other interested parties prospectively to seek
rate design alternatives that will provide benefits to all
affected stakeholders. These collaborative discussions began
during the third quarter of 2006 and will continue in the
future. Southwest estimates that operating margin in 2006
reflected approximately $35 million of general rate relief in
Arizona.

Operations and maintenance expense increased $23.6 million,
or eight percent, compared to 2004. A significant component of
the va.riance related to a $10 million nonrecurring provision for

A

California AttritionFilings. In October 2005, Southwest made
its 2006 annual attrition filing requesting a $4.5 million
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P GA Filingsincrease in operating margin. The effective date of new rates
was originally anticipated to be January 2006. The Division of
Ratepayer Advocates ("DRA") filed a protest to the attrition
filing disagreeing with certain aspects of the CoInpanyls
calculation. As a result of the protest, the Energy Division
suspended the filing. In December 2005, Southwest filed a
motion requesting authorization to establish a memorandum
account to trek the related revenue shortfall between the
easting and proposed rates in the attrition filing. The motion
was approved effective April 13, 2006. In June 2006, the CPUC
approved the revised 2006 attrition retroactive to the date of
the memorandum account in April. Annualized rate relief of
$3 million was granted of which approximately $2 million was
recognized in 2006. Although the Company filed an application
requesting that the memorandum account be made effective
January 2006, consistent with the initial annual filing, this
petition was denied during the fourth quarter, and as a result,
the Company was unable to recover an estimated $1 million in
operating margin resulting from the delayed effective date.

he rate schedules in dl of Southwest's service territories
contain provisions that permit adjustments to rates as the

cost of purchased gas changes. These deferred energy
provisions and purchased gas adjustment clauses are
collectively referred to as "PGA" clauses. Filings to change
rates in accordance with PGA clauses are subject to audit by
state regulatory commission staffs. PGA changes impact cash
flows but have no direct impact on profit margin. However, gas
cost deferrals and recoveries can impact compadsons between
periods of individual income statement components. These
include Gas operating revenues, Net cost of gas sold, Net
interest deductions and Other income (deductions). In addition,
since Southwest is permitted Bo accrue interest on PGA
balances, the cost of incremental PGA-related short-term
borrowings will be largely offset, and there should be no
material negative impact to earnings.

Southwest had the following outstanding PGA balances
receivable at the end of its two most recent fiscal years
(millions of dollars):

80085

In October 2006, the Company made its 2007 annual attrition
filing requesting a $2.7 million increase in operating margin.
The increase in customer rates was approved to be made
effective January 2007. In connection with this filing, the
Company also received approval to change the way operating
margin is recognized under the Company's margin tracker
mechanism. The change provides for authorized levels of
margin to be recognized in equal monthly amounts throughout
the year, rather than on a seasonally adjusted basis. This
change will not impact the total amount of margin recognized
annually, however it will affect the comparability of 2007
versus 2006 quarterly amounts. As a result, the $2.7 million
authorized annual attrition increase to operating margin in
2007, as adjusted for the equalized margin tracker mechanism,
is expected to result in the following year-over-year
comparative changes (2007 versus 2006): a decrease of $7.7
million during the first quarter,andincreases of $2.6 million,
$7.4 million and $400,000 in the second, third and fourth
quarters, respectively.

Arizo n a
No r th e r  Ne va d a
Southern Nevada
Ca lifo rnia

2006

$68.4 $ 46.8
1.1 12.6
4.1 39.4
3.4 10.6

$77.0 $109.4

ArizonaPGA Filings. In Arizona, Southwest adjusts rates
monthly for changes inpurchased gas costs,within
pre-established limits measured on a twelve-month rolling
average.During the first quarter of2006, the ACC approved
an increasein the pre-established limit from$0.10 to$0.13 per
therm. In addition, the ACC approved the implementation ofa
temporary PGA surcharge of$0.11 per thermeffective
February 2006 to pass through higher costs of natural gas
incurredduring 2005. The PGA balance in Arizona has been
steadilydecliningafter reachinga high of $95.8 million in
Apn'l2006.

Nevada Deferred Energy Adjustment Filing. Nevada Senate
Bill No. 238, which became effective in October2005, provides
for quarterly gas cost adjustments calculated on a twelve-
monthrolling average.Adjustments are subject to an annual
prudencereview and audit ofthe natural gas costs incurred.
This new quarterly adjustment mechanism was effective in
allowing Southwestto minimize thePGA balance by year end
2006.

Nevada WeatherNormalization Adjustment Provision. In
March 2005, Southwest filed an application requesting the
Public Utilities Commission of Nevada ("PUCN") to approve a
weather nonndization adjustment provision in advance of the
Companjts next general rate case. This filing requested that
winter season billing volumes for weather sensitive customers
be adjusted to reflect consumption variations that can be
attributed to departures from normal weather. In the second
quarter of 2005, the PUCN opened an investigation/
rulemaddng docket to address the issue of weather
normalization, and in November 2005, the PUCN requested
additional information. A joint report of the Regulatory
Operations Staff and Bureau of Consumer Protection was filed
in Judy 2006 recommending approval of a weather
normalization adjustment provision. The PUCN subsequently
declined to adopt the recommendation, effectively requiring the
issue to be considered in future general rate case proceedings.

California Gas Cost Filings. In California, a monthly gas cost
adjustment based on forecasted monthly prices is utilized.
Monthly adjustments are designed to provide a more timely
recovery ofgas costs and to send appropriate pn'cingsignals to
customers.

T
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Other Filings 2006Financing Activity

l Paso TransmissionSystem. In June 2005, El Paso
Natural Gas Company ("El Paso") filed a general rate case

application with the Federal Energy Regulatory Commission
("FERC"). (Southwest is dependent upon El Paso for the
transportation of natural gas for virtually all of its Arizona
service territories, and through August 2006, part of its
southern Nevada service territon'es.) As part of its application,
which is the first since the conversion of full requirements
customers like Southwest to contract demand services, El Paso
proposed various tariff changes along with new service
offerings. The annual increase in gas transportation costs to
Southwest was approzdmately $19.1 million. The new rates
became effective January 2006, subject to refund. However, the
implementation of new services and certain overrun and
imbalance penalty charges proposed in El Paso's application
was phased-in during the period June 2006 through November
2006. In December 2006, El Paso filed a settlement offer with
the FERC which would resolve many of the issues raised in the
general rate case proceeding. Southwest expects to fully
recover any increased costs resulting from a final order or
settlement in the case.

The Company has a universal shelf registration statement
providingfor the issuance and sale ofregistered securities,
which may consistof secured debt,unsecureddebt, preferred
stock, or common stock. At December31, 2006, the Company
had $95 million in securities available for issuance under the
universalshelf registration statement.

In March 2006, the Company entered into a Sales Agency
Financing Agreement with BNY Capital Markets, Inc. relating
to the issuance and sale of up to $45 million aggregate amount
of shares of the Company's common stock, from time to time
over a three-year period ("Equ.ity Shelf Program"). Sales of the
shares are made at market prices prevailing at the time of
sale.Net proceeds from the sale of shares of common stock
under the Equity Shelf Program are used for general corporate
purposes, including the acquisition of property for the
construction, completion, extension or improvement of pipeline
systems and facilities located in and around the communities
Southwest serves. During 2006, approximately 947,000 shares
were issued in at-the-market offerings through the Equity
Shelf Program at an average price of $29.87 per share with
gross proceeds of $28.3 million, agent commissions of $283,000,
and net proceeds of $28 million.

Ca pita l Re s ource s  a nd Liquidity

he capital requirements and resources of the Company
generally are determined independently for the natural

gas operations and construction services segments.Each
business activity is generally responsible for securingits own
financingsources. Thecapital requirements and resources of
the construction services segmentare not material to the
overallcapital requirements and resourcesof the Company.

During 2006, the Company issued approximately 1.5 million
additional shares of common stock through theDividend
Reinvestment and Stock Purchase Plan ("DRSPP"), Employee
Investment Plan, Management Incentive Plan, andStock
IncentivePlan. In addition, in 2006, Southwest offset capital
outlays by collectingapproximately $48.6 million in net
advances and contributions from third-partycontractors.
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2006ConstructionExpenditures

In September 2006, the Company issued $56 million in Clark
County, Nevada 4.75% IDRBs Series 2006A pursuant to a
financing agreement and indenture. The IDRBs were issued at
a discount of 0.625% and are due September 1, 2036. The net
proceeds from the IDRBs were used by Southwest to expand
and upgrade facilities in Clark County, Nevada.

Southwest continues to experience high customer growth.This
growth has required significant capital outlays for new
transmissionand distributionpla.nt, tokeep up with consumer
demand. During the three-year period ended December31,
2006, totalgas plant increased from $3 billion to $3.8 billion, or
at an annualrate of sevenpercent.Customer growthwas the
primary reason for the plant increase as Southwestadded
253,000net new customers(including 19,000 customers
acquiredin the SouthLake Tahoe area) during the three-year
period.

2007 Construction Expenditures and Financing

E

T

During 2006, constructionexpenditures for the natural gas
operations segment were$306 million. Approximately
76percent of these expenditures represented new construction
and the balance representedcosts associatedwith routine
replacement of eastingtransmission, distribution, and general

plant. Cash flows from operating activities of Southwest(net of
dividends) provided $215 millionof the required capital
resourcespertaining to total capital expenditures in 2006. The
remainderwas provided from external financingactivities and
existing credit facilities.

Southwest estimates construction expenditures during the
three-year period ending December 31, 2009 will be
approximately $880 million. Of this amount, approximately
$337 million are expected to be incurred in 2007. During the
three-year period, cash flow from operating activities (net of
dividends) is estimated to fund over 90 percent of the gas
operations' total construction expenditures, assuming timely
recovery of currently deferred PGA balances. Southwest also
has $43 million in long-tenn debt maturities over the three-
year period. Maturities would increase to $50.5 million if an
easting bondholder exercises a discretionary put option in
2007. The Company expects to raise $100 million to
$125 million from its various common stock programs. Any
remaining cash requirements are expected to be provided by
aid sting credit facilities and/or other external financing
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sources. The timing, types, and amounts of these additional
external f inancing will be dependent on a number of factors,
including conditions in the capital markets, t iming and
amounts of rate relief, growth levels in Southwest service

areas, and earnings.These extemad financings may include the
issuance ofboth debt and equity securities, bank and other
short-termborrowings, and other forms offinancing.

Contractual Obligations

Obligations under long-tenn debt, gas purchase obligations and signif icant non-cancelable operating leases at December 31, 2006
were as follows (millions of dollars):

Payments  due by pe dod

Tota l 200 I "»'Le[t~§-Q;LI»Q Thereafter
Contractual Obligations
Subordinated debentures to Southwest

Gas Capital II (Note 5) (a)
Long-tenn debt (Note 6) (a)
Operating leases (Note 2)
Gas purchase obligations (b)
Pipeline capacity (c)
Other commitments

$  1 5
4 7 1

5

$  3 4 5
1,658

13

Total

$  383
2,414

32
519
667
17

$4,032

$ 8
102

5
422
105

6

$648

$  1 5
183

9
97

195
6

$505

189
2

$682

178
3

$2,197

(a) Includes scheduled principal and interest payments over the life of the debt.
(b) Includes fixed-price and variable-rate gas purchase contracts covering approximately 140 million dekatherms. Fixed-price

contracts range in price from $6 to $11 per dekatherm. Variable-price contracts reflect minimum contractual obligations.
(c) Southwest has pipeline capacity contracts for firm transportation service, both on a short- and long-term basis, with several

companies for all omits service tenitories. Southwest also has interruptible contracts in place that allow additional capacity
to be acquired should an unforeseen need arise. Costs associated with these pipeline capacity contracts are a component of
the east of gas sold and are recovered from customers primarily through the PGA mechanism.

82 Es tima ted funding for pens ion and othe r pos tre tirement bene fits  during ca lenda r yea r 2007 is  $24 million.

Liquidity in te nds  to s upple me nt its  c urre n t vola tility mitiga tion  progra m
with s ta nd-a lone  de riva tive  ins trume nts . The  c ombina tion of
fe e d-pric e  c ontra c ts  a nd de riva tive  ins trume nts  s hould
inc rea s e  flexibility for S outhwes t and inc rea s e  s upplie r
dive rs ifica tion. The  cos ts  of s uch de riva tive  financ ia l
ins tru.ments  a re  expected to be  recovered from cus tomers .

Liquidity refers to the ability of an enterprise to generate
adequate amounts of cashto meet its cash requirements.
Several general factors that could significantly affect liquidity
in future years include inflation, growth in Southwest's service
tenitories, changes in the ratemakingpolicies of regulatory
commissions,interest rates, variability ofnaturalgas prices,
changes in income tax laws, and the level of Company
earnings. Of these factors natural gas prices have had the most
significant impact onCompany liquidity.

The rate schedules in Southwest's service territories contain
PGA clauses which permit adjustments torates as the cost of
purchased gas changes.The PGA mechanism allows Southwest
to request Bochange the gas cost component ofthe rates
charged to its customers to reflect increases or decreases in the
price expected to be paid to its suppliers and companies
providing interstatepipeline transportation service.

Over the past five years the weighted-average delivered cost of
natural gas has ranged from a low of 38 cents per therm in
2002 to a high of 79 cents per therm in 2006. Price volatility is
expected to continue throughout 2007. Southwest periodically
enters into fixed-price tern contracts to mitigate price
volatility. About half of Southwest's annual normal weather
supply needs are secured using short duration contracts (one
year or less). For the 2006/2007 heating season, fixed price
contracts ranged in price from $6 to $11 per dekatherm.
Natural gas purchases not covered by fixed-price contracts are
made under variable-price contracts with film quantities and
on the spot market. Prices for these contracts are not known
until the month of purchase. Southwest does not cun'ently
utilize other stand-alone derivative financial instruments for
speculative purposes, or for hedging. During 2007, Southwest

On an interim basis, Southwest generally defers over- or
under-collections of gas costs to PGA balancing accounts. In
addition, Southwest uses this mechanism to either refund
amounts over-collected or recoup amounts under-collected as
compared to the price paid for natural gas during the period
since the last PGA rate change went into effect. At
December 31, 2006, the combined balances in PGA accounts
totaled an under-collection of $77 million versus an under-
collection of $109 million at December 31, 2005. See PGA
Filings for more information on recent regulatory f ilings.
Southwest has the ability to draw on its $300 million credit
facility to temporarily finance under-collected PGA balances.
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(obligation is in default). The S&P ratingof BBB- indicates the
debt is regarded as having an adequate capacity topay interest
and repayprincipal.

A securities rating is not a recommendation to buy, sell, or hold
a security and is subject to change or withdrawal at any time
by the rating agency.

This facility runs through April 2011. Southwest has
designated$150 million of the facility as long-term debt and
the remaining$150 million for working capitalpurposes.
Southwest currently believes the $150 million designated for
working capitalpurposes is adequate to meet liquidity needs.
At December 31, 2006, $147 million was outstanding on the
long-tenuportion and no borrowings wereoutstanding on the
short-term portion of the credit facility. Inflation

0ffBalance Sheet Arrangements

All Company debt is recorded on its balance sheets. The
Company has long-termoperatingleases, whichare described
in Note 2-Utility Plant of the Notes to Consolidated
Financial Statements. No debt instrumentshavecredit
triggers or other clauses thatresult in default ifCompanybond
ratings are lowered by rating agencies. CertainCompany debt
instruments containsecurities ratings covenants that, if set in
motion,wouldincrease financingcosts. See discussion below
for the impact ofa recentcredit rating change.

Securities Ratings

Results of operations are impacted by inflation. Natural gas,
labor, consulting, and construction costs are the categories
most significantly impacted by inflation. Changes to cost of gas
are generally recovered through PGA mechanisms and do not
significantly impact net yeanlings. Labor is a component of the
cost of service, and construction costs are the primary
component of rate base. In order to recover increased costs, and
earn a fair return on rate base, general rate cases are filed by
Southwest, when deemed necessary, for review and approval
by regulatory authorities. Regulatory lag, that is, the time
between the date increased costs are incurred and the time
such increases are recovered through the ratemaking process,
can impact eaniings. See Rates and Regulatory
Proceedings for a discussion of recent rate case proceedings.Securities ratings issued by nationally recognized ratings

agencies provide a method for determining the credit
worthiness of an issuer. Company debt ratings are important
because long-term debt constitutes a significant portion of total
capitalization. These debt ratings are a factor considered by
lenders when determining thecost of debt for the Company
(i.e., the better the rating, the lower the cost to borrow funds).

Insurance Coverage

In May 2006, Moody's Investors Service, Ire. ("Moody's")
lowered its rating on the Company's unsecured long-term debt
to Baan from Baan and changed the outlook for the rating to
stable from negative. The change in credit rating will result in
an annualized estimated increase of $375,000 in interest
expense on existing long-tenn debt. No debt covenants were
affected by the downgrade. Moody's cited a long-tenn warming
trend in the Company's service territories, regulatory lag, and
weak credit measures as some of the factors behind the
downgrade. Moody's applies a Baa rating to obligations which
are considered medium grade obligations with adequate
security. A numerical modifier of 1 (high end of the category)
through 3 (low end of the category) is included with the Baa to
indicate the approximate rank of a company within the range.

The Company's unsecuredlong-term debt rating from Fitch,
Inc. ("Fitch") isBBB. Fitch debt ratingsrange from AAA
(highestcredit quality) to D (defaulteddebtobligation). The
Fitch rating of BBB indicates a credit quality that is
considered prudent for investment.

The Company maintains liability insurance for various risks
associated with the operation of its natural gas pipelines and
facilities. In connection with these liability insurance policies,
the Company has been responsible for an initial deductible or
self-insured retention amount per incident, after which the
insurance canters would be responsible for amounts up to the
policy limits. For the policy year August 2004 to July 2005, the
self-insured retention amount associated with general liability
claims was $1 million per incident plus payment of the first
$10 million in aggregate claims above $1 million in the policy
year. In May 2005, a leaking natural gas line was involved in a
fire that severely injured an individual. The leak is believed to
have been caused by a rock impinging upon a natural gas line
that was installed for Southwest Gas and that is owned and
operated by the Company. In December 2005, the plaintiffs
filed a complaint against the Company claiming $3.4 million in
medical bills, $12 million in future medical expenses, and
unspecified claims for general and punitive damages. By
December 2005, the Company had recorded a total liability
related to this incident equal to the Company's maid rum self-
insured retention level of $11 million. In the fourth quarter of
2006, the case was settled. The amount of the settlement that
exceeded $11 million was covered by insurance. The
Company's current insu.rance contracts limit the self-insured
retention to $1 million per incident plus payment of the first
$5 million in aggregate claims above $1 million.

The Company's unsecured long-term debt rating from
Standard and Poor's Ratings Services ("S&P") is BBB-. S&P
debt ratings range from AAA (highest rating possible) to D
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Results of Construction Services

YearEnded December 31,
(Thousands of dollars)

Construction revenues
Cost of construction

2006 2005 2004

$215,008
196,792

Gross profit
Generaland administrative expenses

18,216
5,742

Operatingincome
Other income(expense)
Interest expense

Incomebefore income taxes
Income tax expense

Contributionto consolidated net income

$297,364
271,743

25,621
7,377

18,244
4,086
1,686

20,644
8,257

$ 12 ,387

$259,026
237,356

21,670
6,672

14,998
3,009
1,009

16,998
6,845

$ 10,153

12,474
2 ,131

645

13,960
5,539

$ 8,421

2006 vs. 2005 local and federal tax rates. The slow-down in construction
activities observed in regional and national markets at the end
of 2006, if sustained, could negatively impact the amount of
work received under existing blanket contracts, the amount of
bid work, and the equipment resale market in 2007.

The  2006 contribution to cons olida ted ne t income  from
cons truction s ervices  inc reas ed $2.2 million fro m 2005. The
fac tors  tha t drove  the  favorable  re s ults inc lude  a  15 percen t
inc re a s e  in revenues , an  improvement in  the  number o f
p ro fitab le bid jobs , and a  favorab le  equ ipment re s a le  ma rke t. 2005 vs. 2004

The 2005 contribution to consolidated net income from
constructionservices increased $1.7 million from 2004. The
increase was primarily due to overallrevenue growth,coupled
with an improvement in the number of profitable bid jobs and
a favorable equipment resale marketin 2005.

14

Revenues increased $38 million due primarily to an increased
workload under several existing contracts and an improvement
in the amount and profitability of new bid work. Gross profit
increased approximately $4 million, or 18 percent, as a direct
result of the increase in revenues. The construction revenues
above include NPL contracts with Southwest totaling
$80.6 million in 2006, $71.8 million in 2005, and $61.6 million
in 2004. NPL accounts for the services provided to Southwest
at contractual (market) prices.

General and administrative costs increased $705,000 due
primarily to incremental costsassociated withgrowth
includinglabor andother administrative expenses.Other
income increased $1.1 million as a result ofan increasein
gains on sale of equipment. Interest expense increased
$677,000 due to additional long-tenn bon-owing for the
purchase of new equipment and higherinterest rates.

Revenues andgrossprofit for 2005 reflect an increased
workload under e>dsting contracts and an increase in the
quantity and profitability of bid work. Favorable working
conditions in several operating areas facilitated additional
construction activity.

Construction activity is cyclical and can be significantly
impacted by changes in general and local economic conditions,
including interest rates, employment levels, job growth, and

General and administrative costs increased$930,000 due
primarily to the depreciationexpense related Bo the
implementation ofnew computer systems and compliance
costs. Other income (expense)increased$878,000 as a result of
an increasein gains on sale of equipment.Interest expense
rose$364,000 due to additionallong-term borrowing for the
purchase of new equipment and higher interestrates.
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Recently Issued Accounting Pronouncements

elow is a listing ofrecently issued accountingpronouncements by the FinancialAccounting Standards Board("FASB"). See
Note 1-Summary of Significant Accounting Policies formore information regarding theseaccounting pronouncements

and their potential impact on the Company's financial position and results of operations.

Title Month of Issue Effe c tive  Da te

SFAS No. 155, "Accounting for Certain Hybrid Financial Instruments-an amendment of
FASB Statements No. 133 and 140." February 2006 January 2007

SFAS No. 156, "Accounting for Servicing of Financial Assets-an amendment of FASB
Statement No. 140." March 2006 January 2007

FIN No. 48 ,  "Ac c ounting  for Unc e rta in ty in  Inc ome  Ta xe s -a n  in te rpre ta tion  of FAS B
S ta tement No. 109."

SFAS No. 157, "Fair Value Measurements.ea

June 2006

September 2006

January 2007

January 2008

Application of Critical Accounting Policies Regulatory liabilities are recorded if it is probable that
revenues will be reduced for amounts that will be credited
to customers through the ratemaking process. The timing
and inclusion of easts in rates is often delayed (regulatory
lag) and results in a reduction of current-pedod earnings.
Refer to Note 4-Regulatory Assets and Liabilities for
a list of regulatory assets and liabilities.

critical accounting policy is one which is very important Bo
the portrayal of the financial condition and results of a

company, and requires the most difficult, subjective, or
complex judgments of management. The need to make
estimates about the effect of items that are uncertain is what
makes these judgments difficult, subjective, and/or complex.
Management makes subjective judgments about the
accounting and regulatory treatment of many items and bases
its estimates on historical experience and on various other
assumptions that it believes to be reasonable under the
circumstances, the results of which form the basis for making
judgments. These estimates may change as new events occur,
as more experience is acquired, as additional information is
obtained, and as the Companjts operating environment
changes. The following are accounting policies that are critical
to the financial statements of the Company. For more
information regarding the significant accounting policies of the
Company, see Note 1-Summary of  Signif icant
Account ing Pol ic ies .

Urzbilled Revenues

Regulatory Accounting

Revenues related Bo the sale and/or delivery of natural gas
are generally recorded when natural gas is delivered to
customers. However, the determination of natural gas sales
Bo individual customers is based on the reading of their
meters, which is performed on a systematic basis
throughout the month. At the end of each month, revenues
for natural gas that has been delivered but not yet billed
are accrued. This unbilled revenue is estimated each month
based on daily sales volumes, applicable rates, analyses
reflecting significant historical trends, weather, and
experience. In periods of extreme weather conditions, the
interplay of these assumptions could impact the variability
of the unbilled revenue estimates.

Accounting for Income Taxes

A

B

Natural gas operations are subject to the regulation of the
Arizona Corporation Commission, the Public Utilities
Commission of Nevada, the California Publie Utilities
Commission, and the Federal Energy Regulatory
Commission. The accounting policies of the Company
confonu to generally accepted accounting principles
applicable to rate-regulated enterprises (including SFAS
No. 71 "Accounting for the Effects of Certain Types of
Regulation") and reflect the effects of the ratemaking
process. As such, the Company is allowed to defer as
regulatory assets, costs that otherwise would be expensed
if it is probable that future recovery from customers will
occur. The Company reviews these assets to assess their
ultimate recoverability within the approved regulatory
guidelines. If rate recovery is no longer probable, due to
competition or the actions of regulators, the Company is
required to write-off the related regulatory asset (which
would be recognized as current-period expense).

The income tax calculations of the Company require
estimates due to known future tax rate changes, book to
tax differences, and uncertainty with respect to regulatory
treatment of certain property items. The Company uses
the asset and liability method of accounting for income
taxes. Under the asset and liability method, deferred tax
assets and liabilities are recognized for the future tax
consequences attributable to differences between the
financial statement carrying amounts of existing assets
and liabilities and their respective tax bases. Regulatory
tax assets and liabilities are recorded to the extent the
Company believes they will be recoverable from or
refunded to customers in future rates. Deferred tax assets
and liabilities are measured using enacted tax rates
expected to apply to taxable income in the years in which
those temporary differences are expected to be recovered
or settled. The Company regularly assesses financial
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statement tax provisions and adjusts the tax provisions
whennecessary as additional information is obtained. A
change in the regulatory treatment or significant changes
in tax-relatedestimates,assumptions, orenacted tax rates
couldhave a material impact oncash flows, the financial
position, and/or resultsof operations of the Company.

Accounting for Pensions and Other Postretirement Benefits

In accordance with SFAS No. 71, the Company has
established a regulatory asset for the portion of the total
amounts otherwise chargeable to accumulated other
comprehensive income that are expected to be recovered
through rates in future periods. The changes in actuarial
losses and prior service credits pertaining to the
regulatory asset will be recognized as an adjustment to the
regulatory asset account as these amounts are recognized
as components of net periodic pension costs each year. See
Note 9-Pension and Other Postretirement Benefits
for plan assumptions and further discussion of the impact
of adopting SFAS No. 158.

Management believes that regulation and the effects of
regulatory accounting have the most significant impact on the
financial statements. When Southwest files rate cases, capital
assets, costs, and gas purchasing practices are subject to
review, and disallowances can occur. Regulatory disallowances
in the past have not been frequent but have on occasion been
significant to the operating results of the Company.

Southwest has a noncontributory qualified retirement plan
with defined benefits covering substantially all employees.
In addition, Southwest has a separate unfunded
supplemental retirement plan which is limited to officers.
The Company's pension obligations and costs for these
plans are ected by the amount of cash contributions to
the plans, the return on plan assets, discount rates, and by
employee demographics, including age, compensation, and
length of service. Changes made to the provisions of the
plans may also impact current and future pension costs.
Actuarial formulas are used in the determination of
pension obligations and costs and are affected by actual
plan experience and assumptions about future experience.
Key actuarial assumptions include the expected return on
plan assets, the discount rate used in determining the
projected benefit obligation and pension costs, and the
assumed rate of increase in employee compensation.
Relatively small changes in these assumptions
(particularly the discount rate) may significantly affect
pension obligations and easts for these plans.

Certifica tions

he SEC requires the Company to file certifications of its
Chief Executive Officer ("CEO") and Chief Financial

Officer ("CFO") regarding reporting accuracy, disclosure
controls and procedures, and internal control over financial
reporting as exhibits to the CoInpany's periodic filings. The
CEO and CFO certifications for the period ended December 31,
2006 were included as exhibits to the 2006 Annual Report on
Font 10-K which was filed with the SEC. The Company is also
required to file an annual CEO certification regarding
corporate governance listing standards compliance with the
New York Stock Exchange ("NYSE"). The most recent annual
CEO certification, dated May 10, 2006, was filed with the
NYSE in May 2006.

Due to an increase in market interest rates for high-
quality fixed income investments, the Company raised the
discount rate Bo 6.00% at December 31, 2006 from 5.75% at
December 31, 2005. The weighted-average rate of
compensation increase was raised to 3.75% from 3.30%.
The Company maintained its asset return assumption for
2007 at 8.50%. These offsetting changes will not result in a
significant change in pension expense for 2007. Should
interest rates rise in 2007, future pension expense and
projected benefit obligations could decrease. Conversely,
declining interest rates would put upward pressure on
future pension expense and projected benefit obligations.

Forwa rd-Looking S ta te m e nts

In September 2006, the FASB issued SFAS No. 158,
"Employers' Accounting for Defined Benefit Pension and
Other Postretirement Plans-an amendment of FASB
Statements No. 87, 88, 106, and 132(R)", which requires
employers to recognize the overfunded or underfunded
positions of defined benefit postretirement plans, including
pension plans, in their balance sheets. Under SFAS
No. 158, any actuarial gains and losses, prior service costs
and transition assets or obligations that were not
recognized under previous accounting standards must be
recognized in accumulated other comprehensive income
under stockholders' equity, net of tax, until they are
amortized as a component of net periodic benefit cost.
SFAS No. 158 does not change how net periodic pension
and postretirement costs are accounted for and reported in
the income statement. The Company adopted the
provisions of SFAS No. 158 effective December 31, 2006.

his annual report contains statements which constitute
"forward-looldng statements" within the meaning of the

Securities Litigation Reform Aet of 1995 ("Reform Act"). All
statements other than statements of historical fact included or
incorporated by reference in this annual report are forward-
looking statements, including, without limitation, statements
regarding the Company's plans, objectives, goals, projections,
strategies, future events or performance, and underlying
assumptions. The words "may," "will," "should," "couLd,"
"expect," "plan," "anticipate," "believe," "estimate," "predict,"
"continue," and similar words and expressions are generally
used and intended to identify forward-looldng statements. In
particular, statements regarding customer growth, estimated
construction expenditures, the sources and amounts of
financing, customer mix and revenue patters, efficiencies
resulting from new technology, construction services
contribution, ability to receive more effective rate designs, the
expected results of the projected impact in 2007 due to changes
in the margin tracker mechanism, sufficiency of working

T
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capital and ability to raise funds and receive external
financing, and statements regarding future gas prices, future
PGA balances, the effects of recent accounting
pronouncements, and the timing and results of future rate
approvals and guidelines are forward-looking statements. All
forward-looking statements are intended Bo be subject to the
safe harbor protection provided by the Refonn Act.

and maintenance expenses, effects of accounting changes,
future liability claims, changes in pipeline capacity for the
transportation of gas and related costs, acquisitions and
management's plans related thereto, competition, and our
ability to raise capital in external f inancings. In addition, the
Company can provide no assurance that its discussions
regarding certain trends relating to its f inancing, operations
aha maintenance expenses will continue in futu.re pen'ods. For
additional information on the risks associated with the
Company's business, see Item lA. Risk Factors in the
Company's Annual Report on Form 10-K for the year ended
December 31, 2006.

A number of important factors affecting the business and
financial results of the Company could cause actual results to
differ materially from those stated in the forward-looking
statements. These factors include, but are not limited to, the
impact of weather variations on customer usage, customer
growth rates, changes in natural gas prices, our ability to
recover costs through our PGA mechanism, the effects of
regulation/deregulation, the timing and amount of rate relief,
changes in rate design, changes in gas procurement practices,
changes in capital requirements and funding, the impact of
conditions in the capital markets on financing costs, changes in
construction expenditures and financing, renewal of franchises,
easements and rights-of-way, changes in operations

All forward-looking statements in this annual report are made
as of the date hereof, based on information available to the
Company as of the date hereof, and the Company assumes no
obligation to update or revise any of its forward-looking
statements even if experience or future changes show that the
indicated results or events will not be realized. We caution
you not to unduly rely on any forward-looking
statement(s).

Com m on S tock P rice  a nd Divide nd Inform a tion

20052006

High Low

$29.04 $26.09
31.43 26.46
34.19 30.70
39.37 32.80

High

$26.13
26.35
28.07
27.86

Low

$23.66
23.53
25.00
25.12

2005

Firs t  q u a rte r
Second quarter
Th ird  q u a rte r
Fo u rth  q u a rte r

Dividends Declared

2006

$0.205 $0.205
0.205 0.205
0.205 0.205
0.205 0.205

$0.820 $0.820

The principal market on which the common stock of the
Company is traded is the New York Stock Exchange. At
February 15, 2007, there were 23,306 holders of record of
common stock, and the market price of the common stock was
$38.80.

The Company has a common stock dividend policy which states
that common stock dividends will be paid at a prudent level
that is within the normal dividend payout range for its

respective businesses, and that the dividend will be established
at a level considered sustainable in order to minimize business
risk and maintain a strongcapital structure throughout all
economic cycles. The quarterly common stock dividend was
20.5 cents per share throughout 2006. The dividend of
20.5 cents per share has been paid quarterly since
September 1994. In February 2007, the Board of Directors
increased the quarterly dividend payout to 21.5 cents per
share, effective with the June 2007 payment.
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Consolidated Balance Sheets

December 31,

2006 0 (WM.;.L..Lv.J

(Thousands of dollars, except par value)

ASSETS
U t i l i t y plant:

Gas plant
Less: accumulated depreciation
Acquisition adjustments, net
Construction work in progress

Net utility plant (Note 2)

Other property and investments

Current assets:
Cash and cash equivalents
Accounts receivable, net of allowances (Note 3)
Accrued utility revenue
Deferred purchased gas costs (Note 4)
Prepaids and other current assets (Note 4)

Total current assets

Deferred charges and other assets (Note 4)

Total assets

$ 3,763,310
(1,175,600)

1,992
78,402

2,668,104

136,242

$ 3,516,587
(1,083,900)

2,173
54,287

2,489,147

118,094

18,786
225,928

73,300
77,007

106,603

501,624

178,995

$ 3,484,965

29,603
198,081

68,400
109,415
137,161

542,660

78,525

$ 3,228,426

CAPIT ALIZ AT ION AND LIABILIT IES
Capitalization:

Common stock, $1 par (authorized-45,000,000 shares, issued and outstanding-41,770,291 and
39,328,291 shares) (Note 10)

Additional paid-in capital
Accumulated other comprehensive income (loss), net (Note 9)
Retained eanxings

Total equity
Subordinated debentures due to Southwest Gas Capital II (Note 5)
Long-term debt, less current maturities (Note 6)

$ $

1

43,400
698,258
(13,666)
173,433

901,425
100,000

1,286,354

2,287,779

40,958
628,248
(41,645)
123,574

751,135
100,000

1,224,898

2,076,033Total capitalization

Commitments and contingencies (Note 8)
Current l iabilit ies:

Cu1Tent maturities of long-term debt (Note 6)
Short-tenn debt (Note 7)
Accounts payable
Customer deposits
Accrued general taxes
Accrued interest
Defensed income taxes (Note 11)
Other current liabilities

27,545

Tota l cu rre n t lia bilitie s

265,739
64,151
45,895
21,362
15,471
55,901

496,064

83,215
24,000

259,476
57,552
40,526
22,472
68,166
65,546

620,953
Deferred income taxes and other credits:

Deferred income taxes and investment tax credits (Note 11)
Taxes payable
Accumulated removal costs (Note 4)
Other deferred credits (Note 9)

Tota l de fine d income  ta xe s  a nd othe r cre dits

Tota l ca pita liza tion  a nd lia bilitie s

308,493
5,951

125,000
261,678

701,122

$ 3,484,965

234,739
7,551

105,000
184,150

531,440

$ 3,228,426

The accompanying notes are an integral part of these statements.
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Consolida ted Sta tements  Of Income

Year Ended December 31,
(In thousands, except per share amounts)

2006 2005 2004

Operatingrevenues:
Gas operating revenues
Constructionrevenues

$1,727,394
297,364

$1,455,257
259,026

$1,262,052
215,008

2,024,758 1,714,283 1,477,060

1,033,988
320,803
168,964
34,994

256,827

828,131
314,437
156,253
39,040

225,774

645,766
290,800
146,018
37,669

187,040

1,815,576

209,182

1,563,635

150,648

1,307,293

169,767

(82,604)
(7,723)
8,114

(78,782)
(7,724)
3 ,751

(82,755)

(87,253)
(7,724)
14,152

(80,825)

128,357
44,497

83,860

2.07

2.05

(82,213)

68,435
24,612

43,823

1.15

1.14

87,012
30,237

Total operating revenues

Operating expenses:
Net cost of gas sold
Operations and maintenance
Depreciationand amortization
Taxes other than income taxes
Construction expenses

Total operatingexpenses

Operatingincome

Other income and (expenses):
Net interest deductions
Net interest deductions on subordinateddebentures (Note 5)
Otherincome(deductions)

Total otherincome and (expenses)

Incomebefore income taxes
Income tax expense(Note 11)

Net income

Basic earnings per share (Note 13)

Dilutedearnings per share(Note 13)

$

$

$

$

$

$

$

$

$

56,775

1 .6 1

1.60

Average number of common shares outstanding
Average shares outstanding (assuming dilution)

40,566
40,975

38,132
38,467

35,204
35,488

; Q

The accompanying notes are an integral part of these statements.
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Consolida ted Sta tements  Of Cash Flows

2006 2005 2004

$ 83,860 $ 43,823 $ 56,775

168,964
3,909

156,253
(5,514)

146,018
38,001

(27,847)
(4,900)
32,408

6,263
3,198

24,156
(8,657)

(20,216)
982

(25,865)
92,021

5,716
(23,000)
13,424

(49,307)
(1,500)

(72,925)
55,758
3,027

(25,406)
1,050

281,354 237,624 151,491

(345,325) (294,369)
33,199 1,985

(312,126) (292,384)

(302,688)
6,106

(296,582)

72,452
(33,500)
92,400

(84,397)
(3,000>

(24,000)

64,136
(31,228)
145,256
(31,442)

58,687
(28,836)
147,135
(83,437)

4L=

Year Ended December 31,
(Thousands of dollars)

CASH FLOW FROM OPERATING ACTIVITIES:
Net income
Adjustments to reeoneile net income to net each provided by operating activities:

Depreciation and amortization
Deferred income taxes
Changes in current assets and liabilities:

Accounts receivable, net of allowances
Accrued utility revenue
Deferred purchased gas costs
Accounts payable
Accrued taxes
Other current assets and liabilities

Other

Net cash provided by operating activities

CASH FLOW FROM INVESTING ACTIVITIES:
Construction expenditures and property additions
Other

Net cash used in investing activities

CASH FLOW FROM FINANCING ACTIVITIES:
Issuance of common stock, net
Dividends paid
Issuance of long-term debt, net
Retirement of long-term debt
Temporary changes in long-tenu debt
Change in short-term debt

Net each provided by financing activities 19,955

(10,817)
29,603

48,000

141,549

Change in cash and cash equivalents
Cashat beginning of period

(3,542)
17,183

Cash at end of period $ 18 ,786

(76,000)

70,722

15,962
13,641

$ 29,603 $  13 ,641

Supplemental information:
Interest paid, net of amounts capitalized

Income taxes paid (received), net

$ 92,533 $ 86,465 $ 80,433

$ 39,682 $ 5,977 $ (12,640)

The accompanying notes arean integral part of these statements.
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Consolida ted S ta tements  Of S tockholders ' Equity And
Comprehens ive Income

Common Stock

Shares Amount

Additiona l
P a id-in
C a pita l

Accumulated
Other

Comprehensive
Income (Loss)

Reta ined
Earnings Total

Comprehens ive
Income (Los s )

(In thousands, except per share amounts)

84,232
2,562

$35,862
2,562

$510,521
56,125

$ $ 84,084 $630,467
58,687
56,77556,775 $ 56,775

DECEMBER 31, 2003
Common stock issuances
Net income
Additional minimum pension liability

adjustment, net of $6.5 million of tax
(Note 9) (10,892) (10,892) (10,892)

(29,361) (29,361)
Dividends declared

Common: $0.82 per share

2004 Comprehensive Income $ 45,883

DECEMBER 31, 2004 (10,892) 111,498
Common stock issuances

36,794
2,534

38,424
2,534

566,646
61,602

705,676
64,136

43,823 43,823 $ 43,823Net income
Additiona l minimum pens ion liability

adjus tment, ne t of $19 million of tax
(Note  9) (30,753) (30,753) (30,753)

(31,747) (31,747)
Dividends declared

Common: $0.82 per share

2005 Comprehensive Income $ 13,070

39,328
2,442

40,958
2,442

628,248
70,010

(41,645) 123,574

83,860

751,135
72,452
83,860 $ 83,860

41

33,047 33,047 33,047

DECEMBER 31, 2005
Common stock issuances
Net income
Additional minimum pension liability

adjustment, net of $20.3 million of tax
(Note 9)

Net adjustment to adopt SFAS No. 158, net
of $3.1 million of tax (Note 9) (5,068) (5,068)

(34,001) (34,001)
Dividends declared

Common: $0.82 per share

2006 Comprehensive Income $116,907

DECEMBER 31, 2006 41,770* $43,400 $698,258 $(13,666) $173,433 $901,425

* At December 31, 2006, 1.3 million common shares were registered and available for issuance under provisions of the Employee
Investment Plan and the Dividend Reinvestment and Stock Purchase Plan. In addition, 1 million common shares are
registered for issuance upon the exercise of options granted under the Stock Incentive Plan (see Note 10). During 2006,
approximately 947,000 shares were issued in at-the-market offerings through the Equity Shelf Program with gross proceeds of
$28.3 million, agent commissions of $283,000, and net proceeds of $28 million.

The accompanying notes are an integral part of these statements.
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Notes  to Consolida ted Financia l S ta tements

No te  1 S u m m a ry of S ignifica nt Accounting  P olic ie s

recognized for the future tax consequences attributable to
differences between the financial statement carrying amounts
of existing assets and liabilities and their respective tax bases.
Deferred tax assets and liabilities are measuredusing enacted
tax rates expected to apply to taxable income in the years in
which those temporary differences are expected Bo be recovered
or settled. The effect on deferred tax assets and liabilities of a
change in tax rates is recognized in the period that includes
the enactment date.

nature of Operations. Southwest Gas Corporation (the
"Company") is composed of two segments: natural gas

operations ("Southwest" or the "natural gas operations"
segment) and construction services. Southwest is engaged in
the business of purchasing, distributing and transporting
natural gas to customers in portions of Arizona, Nevada, and
California. The public utility rates, practices, facilities, and
service tem'tories of Southwest are subject to regulatory
oversight. Natural gas purchases and the timing of related
recoveries can materially impact liquidity. Norther Pipeline
Construction Co. ("NPL" or the "construction services"
segment), a wholly owned subsidiary, is a full-service
underground piping contractor that provides utility companies
with trenching and installation, replacement, and maintenance
services for energy distribution systems.

For regulatory and financial reporting purposes, investment
tax credits ("ITC") related to gas utility operations are defensed
and amortized over the life of related f ixed assets.

Cash and Cash Equivalents. For purposes of reporting
consolidated cash Hows, cash and cash equivalents include
cash on hand and f inancial instruments with a purchased
maturity of three months or less.Basis of Presentation. The Company follows generally accepted

accounting principles ("GAAP") in accounting for all of its
businesses. Accounting for the natural gas utility operations
confollns with GAAP as applied to regulated companies and as
prescribed by federal agencies and the commissions of the
various states in which the utility operates. The preparation of
f inancial statements in conformity with GAAP requires
management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could
differ from those estimates.

Accumulated Removal Costs. In accordance with approved
regulatory practices, the depreciation expense for Southwest
includes a component to recover removal costs associated with
utility plant retirements. In accordance with the Securities and
Exchange Commission's ("SEC") position on presentation of
these amounts, management has reclassified $125 million and
$105 million, as of December 31, 2006 and 2005, respectively,
of estimated removal costs from accumulated depreciation to
accumulated removal costs within the liabilities section of the
balance sheet.

U

Consolidation. The accompanying financial statements are
presented on a consolidated basis and include the accounts of
Southwest Gas Corporation and all subsidiaries, except for
Southwest Gas Capital II (see Note 5). All significant
intercompany balances and transactions have been eliminated
with the exception of transactions between Southwest and
NPL in accordance with Statement of Financial Accounting
Standards ("SFAS") No. 71, "Accounting for the Effects of
Certain Types of'Regulation."

Gas Operating Revenues. Revenues are recorded when
customers are billed. Customer billings are based on monthly
meter reads and are calculated in accordance with applicable
tariffs and state and local laws, regulations, and agreements.
An estimate of the amount of natural gas distributed, but not
yet billed, to residential and commercial customers from the
latest meter reading date to the end of the reporting period is
also recognized as accrued utility revenue.

The Company acts as an agent for state and local taxing
authorities in the collection and remission of a variety of taxes,
including franchise fees, sales and use taxes, and surcharges.
These taxes are not included in gas operating revenues, except
for certain franchise fees in California operating jurisdictions
which are not significant.

Net Utility Plant. Net utility plant includes gas plant at
original cost, less the accumulatedprovision for depreciation
and amortization, plus the unamortized balance of acquisition
adjustments. Original cost includes contracted services,
material, payroll and related costs such as taxes andbenefits,
general and administrative expenses, and an allowance for
funds used during construction, less contributions in aid of
construction.

Deferred Purchased Gas Costs. The van'ous regulatory
commissions have established procedures to enable Southwest
to adjust its billing rates for changes in the cost of natural gas
purchased. The difference between the current cost of gas
purchased and the cost of gas recovered in billed rates is
defen'ed. Generally, these deferred amounts are recovered or
refunded within one year.

Construction Revenues. The majority of the NPL contracts are
performed under unit price contracts. Generally, these
contracts state prices per unit of installation. Typical
installations are accomplished in two weeks or less. Revenues
are recorded as installations are completed. Long-term fixed-
price contracts use the percentage-of-completion method of
accounting and, therefore, take into account the cost, estimated
eaniings, and revenue to date on contracts not yet completed.
The amount of revenue recognized is based on costs expended
to date relative to anticipated final contract costs. Revisions in
estimates of costs and earnings during the course of the work
are reflected in the accounting period in which the facts
requiring revision become known. If a loss on a contract
becomes known or is anticipated, the entire amount of the
estimated ultimate loss is recognized at that time in the
financial statements.

Income Taxes. The Company uses the asset and liability
method of accounting for income taxes. Under the asset and
l iabi l i ty method, defensed tax assets and liabilities are

N



Southwest Gas Corporation

Note  1  S um m a ry of S ignifica nt Accounting P olic ie s  (Continue d)

value . The  Company does  no t cun 'en tly u tilize  o ther s tand-
a lone  deriva tive  financia l ins truments  fo r s pecu la tive  purpos es
or for hedging.

Depreciation and Amortization.Utility plant depreciation is
computed on the straight-line remaining life method at
composite rates considered sufficient to amortize costs over
estimated service lives, including components which
compensate for salvage value, removal costs, and retirements,
as approved by the appropriate regulatory agency. When plant
is retired from service, the original cost of plant, including cost
of removal, less salvage, is charged to the accumulated
provision for depreciation. Costs related to refunding utility
debt and debt issuance expenses are deferred and amortized
over the weighted-average lives of the new issues. Other
regulatory assets, including acquisition adjustments, are
amortized when appropriate, over time periods authorized by
regulators. Nonutility and construction services-related
property and equipment are depreciated on a straight-line
method based on the estimated useful lives of the related
assets.

Recently Issued Accounting Pronouncements. In February 2006,
the Financial Accounting Standards Board ("FASB") issued
SFAS No. 155, "Accounting for Certain Hybrid Financial
Instruments-an amendment of FASB Statements No. 133 and
140." SFAS No. 155 pemxits fair value remeasurement for any
hybn'd financial instrument that contains an embedded
derivative that otherwise would require bifurcation and
clarifies several other related issues. The provisions of SFAS
No. 155 are effective for the Company for all financial
instnunents acquired or issued after January 1, 2007. The
adoption of the standard is not expected to have a mat»enlal
impact on the financial position or results of operations of the
Company.

In March 2006, the FASB issued SFAS No. 156, "Accounting
for Servicing of Financial Assets-an amendment of FASB
Statement No. 140." SFAS No. 156 addresses the recognition
and measurement of separately recognized servicing assets
and liabilities and provides an approach to simplify efforts to
obtain hedge-like (offset) accounting. The provisions of SFAS
No. 156 are effective for the Company for the recognition and
initial measurement of servicing assets and liabilities acquired
or issued after January 1, 2007. The adoption of the standard
is not expected to have a material impact on the financial
position or results of operations of the Company.

Allowance for Funds Used During Construction ("AFUDC")-
AFUDC represents the cost of both debt and equity funds used
to finance utility construction. AFUDC is capitalized as part of
the cost of utility plant. The Company capitalized $2.8 million
in 2006, $2 million in 2005, and $808,000 in 2004 of AFUDC
related to natural gas utility operations. The debt portion of
AFUDC is reported in the consolidated statements of income as
an offset to net interest deductions and the equity portion is
reported as other income. The debt portion of AFUDC was
$1.4 million, $1.1 million and $691,000 for 2006, 2005 and
2004, respectively. Utility plant construction costs, including
AFUDC, are recovered in authorized rates through
depreciation when completed projects are placed into
operation, and general rate relief is requested and granted.

43

Earnings PerShare. Basic earnings per share ("EPS") are
calculated bydividing net income by the weighted-average
number of sharesoutstandingduring the period. Diluted EPS
includes the effect ofadditional weighted-averagecommon
stockequivalents(stockoptions and performance shares).
Unless otherwisenoted, the term"Earnings Per Share" refers
to BasieEPS. A reconciliation of the shares used inthe Basic
and Diluted EPS calculations is shownin the following table.
Net income was the same for Basic and Diluted EPS
calculations.

2006 2005 2004

In June 2006, the FASB issued Financial Interpretation
("FIN") No. 48, "Accounting for Uncertainty in Income Taxes -
an interpretation of FASB Statement No. 109." FIN No. 48
clarifies the accounting for uncertainty in income taxes
recognized in an enterprise's financial statements in
accordance with SFAS No. 109, "Accounting for Income Taxes,"
and prescribes a recognition threshold and measurement
attribute for the financial statement recognition and
measurement of a tax position taken or expected to be taken in
a tax return. FIN No. 48 also provides guidance on
precognition, classification, interest and penalties, accounting
in interim periods, disclosure, and transition. FIN No. 48 is
effective for the Company beginning January 1, 2007. The
adoption of the standard is not expected to have a material
impact on the financial position or results of operations of the
Company.(In thousands)

Average basic shares
Effect of dilutive securities:

Stock options
Performance shares

40,566 38,132 35,204

Average diluted shares

195 146 1 1 1
214 189 173

40,975 38,467 35,488

In September 2006, the FASB issued SFAS No. 15'7, "Fair
Value Measurements." SFAS No. 157 defines fair value,
establishes a framework for measuring fair value in GAAP,
and expands disclosures about fair value measurements. The
provisions of SFAS No. 157 are effective for the Company
beginning January 1, 2008. The Company is evaluating what
impact, if any, this standard might have on its financial
position or results of operations.

Derivatives. In managing its gas supplyportfolios, Southwest
uses fixed-price and variable-rate arrangements which qualify
as derivative instruments as defined under SFAS No. 133,
"Accounting forDerivative Instruments and Hedging
Activities," as amended(SFAS No. 133). However,such
contracts qualify for the normal purchases and normal sales
exception underSFAS No. 133 or have no significant market

Stock-Based Compensation. At December31, 2006, the
Companyhad two stock-based compensation plans which are
describedmore fullyin Note 10-Stock-Based
Compensation. Prior to January1, 2006,these plans were
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Note  1  S um m a ry of S ignifica nt Accounting P olic ie s  (Continue d)

accounted for in accordance with APB Opinion No, 25,
"Accounting for Stoek Issued to Employees" and related
interpretations. Effective January 1, 2006, the Company
adopted SFAS No. 123 (revised 2004) "Share-Based Payment",
using the modified prospective transition method. Accordingly,
financial information for prior periods has not been restated.
The adoption of SFAS No. 123 (revised 2004) did not have a
material impact on the Company's financial position, results of
operations, or cash flows. Under the modified prospective
transition method, expenseis recognized for any new awards

granted after the effective date and for the unvested portion of
awards grantedprior t/0 the effective date. Totalstock-based
compensationexpense recognized inthe consolidated
statements of income for the year ended December31, 2006
was $3.3 million (netof related tax benefits of$1.6 million).
The pro forma effects of recognizing the estimated fair value of
stock-basedcompensation for periods prior to the adoption of
SFAS No. 123 (revised 2004) are presentedbelow (thousands of
dollars, except per share amounts):

2005 2004

Net income, as reported
Add: Stock-based employee compensation expense included in reported net income, net of related tax benefits
Deduct: Total stock-based employee compensation expense determined under fair value based method for all

awards, net of related tax benefits

$43,823
2,469

$56,775
1,825

P ro forma  ne t income

(2,620) (1,958)

$43,672 $56,642

Ea rnings  pe r s hare:
Ba s ic -a s  re p o r te d
Ba s ic -p r o forma

$ 1.15 $ 1.61
1.15 1.61

Dilu te d a s  re porte d
Dilu te d- pro  forma

1.14
1.14

1.60
1.80

No t e  2  Ut ilit y  P la n t

Net utility plant as of December 31, 2006 and 2005 was as follows (thousands of dollars):

2006 "LES
44

December 31,

Gas plant:
Storage
Transmission
Distribution
General
Other

Less: accumulated depreciation
Acquisition adjustments, net
Construction work in progress

Ne t u tility  p la n t

$ 17,545
243,989

3,153,399
219,527
128,850

3,763,310
(1,175,600)

1,992
78,402

$ 2,668,104

$ 17,357
239,872

2,917,959
213,906
127,493

3,516,587
(1,083,900)

2,173
54,287

$ 2,489,147

Depreciation and amortization expense on gas plant was $145 million in 2006, $137 million in 2005, and $128 million in 2004.
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Note  2  Utility P la nt (Continue d)

approximately $11.5 million in 2006, $11.5 million in 2005, and
$9.8 million in 2004 for various short-term operating leases of
equipment and temporary office sites.

The following is a schedule of futureminimum lease payments
for significantnon-cancelableoperatingleases(with initial or
remainingterns in excess of one year) as of December31, 2006
(thousands of dollars):

Operating Leases and Rentals. Southwest leases a portion of its
corporate headquarters office complex in Las Vegas, and its
administrative offices in Phoenix. The leases provide for
current terms which expire in 2017 and 2009, respectively,
with optional renewal terms available at the expiration dates.
The rental payments for the corporate headquarters office
complex are $2 million in each of the years 2007 through 2011
and $12.2 million cumulatively thereafter. The rental
payments for the Phoenix administrative offices are
$1.5 million for each of the years 2007 and 2008, and
$1 million in 2009 when the lease expires. In addition to the
above, the Company leases certain office and construction
equipment. The majority of these leases are short-term. These
leases are accounted for as operating leases, and for the gas
segment are treated as such for regulatory purposes. Rentals
included in operating expenses for all operating leases were
$19.2 million in 2006, $19 million in 2005, and $20.3 million in
2004. These amounts include NPL lease expenses of

Year Ending December 31,

2007
2008
2009
2010
2011
Thereafter

Total minimumlease payments

$ 5,378
4,868
4,010
2,568
2,433

12,890

$32,147

Note 3 Receivables and Related Allowances

Allowance for Uncollectibles

Balance, December 31, 2003
Additions charged to expense
Accountswritten off, less

recoveries

$ 2,246
2,586

(2,860)

1,972
3,787

Balance, December 31, 2004
Additions charged to expense
Accounts written off, less

recoveries

45

(3,458)

business activity with respect to gas utility operations is
conducted with customers located within the three-state

region of Arizona, Nevada, and California. At December 31,
2006, the gas utility customer accounts receivable balance was
$182 million. Approximately 54 percent of the gas utility
customers were in Arizona, 36 percent in Nevada, and
10 percent in California. Although the Company seeks to
minimize its credit risk related to utility operations by
requiring security deposits from new customers, imposing late
fees, and actively pursuing collection on overdue accounts,
some accounts are ultimately not collected. Provisions for
uncollectible accounts are recorded monthly, as needed, and
are included in the ratemaking process as a cost of service.
Activity in the allowance for uncollectibles is summarized as
follows (thousands of dollars):

Balance, December 31, 2005
Additions chargedto expense
Accountswritten off, less

recoveries

2,301
5,805

Balance,December31, 2006

(5,085)

$ 3 ,021

Note  4 Regula tory Asse ts and Liabilities

B

natural gas operations are subject to the regulation of the
Arizona Corporation Commission ("ACC"), the Public

Utilities Commission of Nevada("PUCN"), theCalifornia
Public Utilities Commission("CPUC"), and the FederalEnergy
Regulatory Commission ("FERC"). Southwest accounting
policies conform to generally acceptedaccounting principles
applicable to rate-regulated enterprises, principally SFAS
No. 71, and reflect the effects of theratemaking process. SFAS

N No. 71 allows for the deferral as regulatory assets, costs that
otherwise would be expensed if it is probable future recovery
from customers will occur. If rate recovery is no longer
probable, due to competition or the actions of regulators,
Southwest is required to write-off the related regulatory asset.
Regulatory liabilities are recorded if it is probable that
revenues will be reduced for amounts that will be credited to
customers through the ratemaking process.
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Note  4 Regula tory Asse ts  and Liabilities  (Continued)

The  following table  repre s ents  exis ting regula tory a s s e ts  and liabilitie s  (thous ands  of dolla rs ):

December 31,

Regulatoryassets:
Accruedpension and other postretirement benefit costs * (Note 9)
Defell'edpurchased gas costs
Accrued purchased gas costs **
SFAS No. 109-income taxes, net *
Unamortized premium on reacquired debt *
Other

2006 U05

$ 101,402
77,007
40,500

1,846
17,676
30,099

$ _

109,415
75,300
2,447

18,386
28,236

268,530 233,784
Regulatory liabilities:

Accumulated removal costs
Other ***

(125,000)
(1,111)

(105,000)
(821)

Net regulatory assets (liabilities) $ 142,419 $ 127,963

* Included in Deferred charges and other assets on the Consolidated Balance Sheet.
Included in Prepaids and other currentassets on the Consolidated Balance Sheet.

*** Included in Other deferred credits on the Consolidated Balance Sheet.

* *

thee regulatory assets include deferred costs associated
with rate cases, regulatory studies, margin and interest-

tracking accounts, and state mandated public purpose

programs (including low income and conservation programs),
as well as amounts associated with accrued absence time and
deferred post-retirement benefits other than pensions.

Note 5 Preferred Trust Securities and Subordinated Debentures

46

n June 2003, the Company created Southwest Gas Capital II
("Trust II"), a wholly owned subsidiary, as a financing trust

for the sole purpose of issuing preferred trust securities for the
benefit of the Company. In August 2003, Trust II publicly
issued $100 million of 7.70% Preferred Trust Securities
("Preferred Trust Securities"). In connection with the Trust II
issuance of the Preferred Trust Securities and the related
purchase by the Company for $3.1 million of all of the Trust II
common securities ("Common Securities"), the Company issued
$103.1 million principal amount of its 7.70% Junior
Subordinated Debentures, due 2043 ("Subordinated
Debentures") to Trust II. The sole assets of Trust II are and
will be the Subordinated Debentures. The interest and other
payment dates on the Subordinated Debentures correspond to
the distribution and other payment dates on the Preferred
Trust Securities and Common Securities. Under certain
circumstances, the Subordinated Debentures may be
distributed to the holders of the Preferred Trust Securities and
holders of the Common Securities in liquidation of Trust II.
The Subordinated Debentures are redeemable at the option of
the Company after August 2008 at a redemption price of $25
per Subordinated Debenture plus accrued and unpaid interest.

In the event that the Subordinated Debentures are repaid, the
Preferred Trust Securities and the Common Securities will be
redeemed on a pro rata basis at $25 (par value) per Preferred
Trust Security and Common Security plus accumulated and
unpaid distributions. Company obligations under the
Subordinated Debentures, the Trust Agreement (the
agreement under which Trust II was formed), the guarantee of
payment of certain distributions, redemption payments and
liquidation payments with respect to the Preferred Tr'ust
Securities to the extent Trust II has funds available therefore
and the indenture governing the Subordinated Debentures,
including the Company agreement pursuant to such indenture
to pay dl fees and expenses of Trust II, other than with respect
to the Preferred Trust Securities and Common Securities,
taken together, constitute a full and unconditional guarantee
on a subordinated basis by the Company of payments due on
the Preferred Trust Securities. As of December 31, 2006,
4.1 million Preferred Trust Securities were outstanding.

I

O

The Company has the right to defer payments of interest on
the Subordinated Debentures by extending the interest
payment period at any time for up to 20 consecutive quarters

2
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Note 5 Preferred Trust Secunlties and Subordinated Debentures (Continued)

the dividend stock is the same as that on which the dividend is
being paid. The Company has no present intention of
exercising its right to extend the interest payment period on
the Subordinated Debentures.

(each, an "Extension Period"). If interest payments are so
deferred, distributions to Preferred Trust Securities holders
will also be deferred. During such Extension Period,
distributions will continue to accrue with interest thereon (to
the extent permitted by applicable law) at an annual rate of
7.70% per annum compounded quarterly. There could be
multiple Extension Periods of varying lengths throughout the
term of the Subordinated Debentures. If the Company
exercises the right to extend an interest payment period, the
Company shall not during such Extension Period (i) declare or
pay dividends on, or make a distribution with respect to, or
redeem, purchase or acquire or make a liquidation payment
with respect to, any of its capital stock, or (ii) make any
payment of interest, principal, or premium, if any, on or repay,
repurchase, or redeem any debt securities issued by the
Company that rank equal with or junior to the Subordinated
Debentures; provided, however, that restriction (i) above does
not apply to any stock dividends paid by the Company where

Although the Company owns 100 percent of the common voting
securities of Trust II, under Interpretation No. 46
"Consolidation of  Variable Interest Entities-an Interpretation
of ARB No. 51", the Company is not considered the primary
beneficiary of this trust and therefore Trust II is not
consolidated. As a result, the $103.1 million Subordinated
Debentures are shown on the balance sheet of the Company,
net of the $3.1 million Common Securities, as Subordinated
debentures due to Southwest Gas Capital II. Payments and
amortizations associated with the Subordinated Debentures
are classified on the consolidated statements of income as Net
interest deductions on subordinated debentures.

44
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N o t e  6  L o n g - T e r m  D e b t

December 31, 2006 2005
Can'ying
Amount

Market
Value

Ca rryin g
Amo u n t

Market
Va lu e

(Thousands of dollars)
Debentures:

7 V2% Series, due 200G
Notes, 8.375%, due 2011
Notes, 7.625%, due 2012
8% Series, due 2026
Medium-term notes, 6.89% series, due 2007
Medium-tenn notes, 6.27% series, due 2008
Medium-telm notes, 7.59% series, due 2017
Medium-term notes, 7.78% series, due 2022
Medium-term notes, 7.92% series, due 2027
Medium-tenn notes, 6.76% series, due 2027
Unamortized discount

$ $ _

221,200
217,600
88,748
17,654
25,263
28,155
28,645
29,398

7,832

$ 75,000
200,000
200,000

$ 76,155
225,720
222,040
90,525
17,971
25,600
28,573
29,088
30,000
7,976

200,000
200,000

75,000
17,500
25,000
25,000
25,000
25,000

7,500
(4,021)

75,000
17,500
25,000
25,000
25,000
25,000
7,500

(4,657)

Re volving cre dit fa cility a nd comme rcia l pa pe r

595,979

147,000 147,000

670,343

150,000 150,000

50,000
50,000
50,000

50,000
50,000
50,000

50,000
50,000
50,000

50,000
50,000
50,000

Industrial development revenue bonds:
Variable-rate bonds:

Tax-exempt Series A, due 2028
2003 Series A, due 2038
2003 Series B, due 2038

Fixed-rate bonds:
6.10% 1999 Series A, due 2038
5.95% 1999 Series c, due 2038
5.55% 1999 Series D, due 2038
5.45% 2003 Series C, due 2038
5.25% 2003 Series D, due 2038
5.80% 2003 Series E, due 2038
5.25% 2004 Series A, due 2034
5.00% 2004 Series B, due 2033
4.85% 2005 Series A, due 2035 net of $24.6 million held in trust in 2005
4.75% 2006 Series A, due 2036
Unamortized discount

13,093
15,136

8,696
30,705
20,836
15,629
67,210
76,688

101,050
56,213

12,410
14,320

8,270
30,000
20,000
15,000
65,000
75,000
75,366

13,068
15,057

8,593
30,264
20,400
15,218
65,878
75,000
73,030

Othe r

Less: current matun'ties

Long-term debt, less current matudties

12,410
14,320

8,270
30,000
20,000
15,000
65,000
75,000

100,000
56,000
(4,697)

541,303

29,617

1,313,899
(27,545)

$1,286,354

(4,159)

461,207

26,563

1,308,113
(83,215)

$1,224,898
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Note 6 Long-Term Debt (Continued)

occur, which if not cured could cause the amounts outstanding
to become due and payable. This would also trigger cross-
default provisions in substantially all other outstanding
indebtedness of the Company. At December 31, 2006, the
Company was in compliance with the applicable covenants.

In April 2006, the Company amended its $300 million credit
facility. The facility was originally scheduled Bo expire in April
2010 and was extended to April 2011. The Company will
continue to use $150 million of the $300 million as long-term
debt and the remaining $150 million for worldng capital
purposes. Interest rates for the facility are calculated at either
the London Interbank Offering Rate plus an applicable
margin, or the greater of the prime rate or one-half of one
percent plus the Federal Funds rate. The applicable margin,
unused commitment fee, and utilization fee associated with the
amended credit facility are lower than those of the previous
facility. At December 31, 2006, no borrowings were
outstanding on the short-term portion of the credit facility and
$147 million was outstanding on the long-term portion.

The effective interest rates on the 2003 Series A and B
variable-rate IDRBs were 5.14 percent and 4.09 percent,
respectively, at December 31, 2006 and 4.64 percent and
3.84 percent, respectively, at December 31, 2005. The effective
interest rates on the tax-exempt Series A variable-rate IDRBs
were 5.03 percent and 4.55 percent at December 31, 2006 and
2005, respectively.

In September 2006, the Company issued $56 million in Clark
County, Nevada 4.75% industrial development revenue bonds
("IDRBs") Series 2006A pursuant to a financing agreement and
indenture. The IDRBs were issued at a discount of 0.625% and
are due September 1, 2036. The proceeds from the IDRBs were
used by Southwest to expand and upgrade facilities in Clark
County, Nevada.

The fair value of the revolving credit facility and the variable-
rate IDRBs approzdmates canoing value. Market values for
the debentures and fixed-rate IDRBs were determined based
on dealer quotes using trading records for December 31, 2006
and 2005, as applicable, and other secondary sources which are
customarily consulted for data of this kind.

Estimated maturities of long-term debt for the next five years
are $27.5 million, $34.1 million, $6.6 million, $1.4 million, and
$347 million, respectively.

The Company's Revolving Credit Facility, letters of credit, and
certainbondinsurance policies contain financial covenants, the
most restrictive of which require a mazdmum leverage ratio of
70 percent (debt to capitalization as defined) and a minimum
net worth calculation of $475 million adjusted for equity
issuances after May 10, 2002. If the Company was not in
compliance with these covenants, an event of default would

The $7.5 million medium-term notes, 6.76% series, due 2027
contain a put feature at the discretion of the bondholder onone
date only in 2007. If the bondholder does not exercise the put
on that date, the notes mature in 2027. If the bondholder
exercises the put, the maturities of long-term debt for 2007 will
total $35 million.
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Note  7  S hort-Te rm De b t

s discussedin Note 6, Southwesthas a $300 million five-
year credit facility,effective April 2006, of which$150

million hasbeen designated by management for working
capitalpurposes (and related outstanding amounts are
designated as short-term debt). Noshort-term borrowings were

outstanding on the credit facility at December 31, 2006. Short-
tenn borrowings on the credit facility were $24 million at
December 31, 2005. The weighted-average interest rate on
these knowings was 5.08 percent at December 31, 2005.

Note 8 Commitments and Contingencies

the self-insured retention to $1 million per incident plus
payment of the first $5 million in aggregate claims above
$1 million.

L gal and Regulatory Proceedings. The Company maintains
(liability insurance for various risks associated with the

operation of its natural gas pipelines and facilities. In May
2005, a leaking natural gas line was involved in a fire that
severely injured an individual. By December 2005, the
Company had recorded a total liability related to this incident
equal to the Company's maximum self-insured retention level
for the policy year August 2004 to July 2005 of $11 million. In
the fourth quarter of 2006, the case was settled. The amount of
the settlement that exceeded $11 million was covered by
insurance. The Company's current insurance contracts limit

A

The Company is a defendant in miscellaneous legal
proceedings. The Company is also a party to various regulatory
proceedings. The ultimate dispositions of these proceedings are
not presently determinable; however, it is the opinion of
management that no litigation or regulatory proceeding to
which the Company is subject will have a material adverse
impact on its financial position or results of operations.
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Note 9 Pension and Other Postretirement Benefits

southwest has a noncontributory qualif ied retirement plan
wi th defined benefits covering substantially all employees

and a separate unfunded supplemental retirement plan
("SERP") which is limited to officers. Southwest also provides
postretirement benefits other than pensions ("PBOP") to its
qualif ied retirees for health care, dental, and life insurance
benefits.

net periodic benefit cost. SFAS No. 158 does not change how
net periodic pension and postretirement easts are accounted for
and reported in the income statement. The Company adopted
the provisions of SFAS No. 158 effective December 31, 2006.

In September 2006, the FASB issued SFAS No. 158, which
requires employers to recognize the overfunded or underfunded
positions of definedbenefit postretirement plans, including
pension plans, in their balance sheets. Under SFAS No. 158,
any actuarial gains and losses, prior service costs and
transit ion assets or obligations that were not recognized under
previous accounting standards must be recognized in
accumulated other comprehensive income under stockholders'
equity, net of tax, until they are amortized as a component of

In accordance with SFAS No. 71, the Company has established
a regulatory asset for the portion of the total amounts
otherwise chargeable to accumulated other comprehensive
income that are expected to be recovered through rates in
future periods. The changes in actuarial gains and losses, prior
service costs and transition assets or obligations pertaining to
the regulatory asset will be recognized as an adjustment to the
regulatory asset account as these amounts are recognized as
components of net periodic pension costs each year. The
following table discloses the incremental effect of applying the
provisions of SFAS No. 158 (and SFAS No. 71) to individual
line items in the balance sheet as of Deeember 31, 2006.

Before
Application of

SFAS No. 158 *
SFAS No. 158
Adjustments

SFAS No. 71
Regulatory

Adjustments
Adjusted

Balance **
(Thousands of dollars)
Assets
Deferred charges andother assets
Total assets

$  1 0 1 ,7 1 2
3,407,682

$ $77,283
77,283

$ 178,995
3,484,965

so

(8,598)
906,493

2,292,847

(52,983)
(52,983)
(52,983)

47,915
47,915
47,915

(13,666)
901,425

2,287,779

16,383
53,501

494,576

(912)
2,400
1,488

15,471
55,901

496,064

Capitalization and Liabilities
Accumdated other comprehensive

income (loss),net
Totalequity
Total capitalization

Current liabilities:
Deferred income taxes
Other culTent liabilities

Totalcun'ent liabilities
Deferred income taxes and other credits:

Deferred income taxesand investment tax credits
Other deferredcredits

Total deferredincome taxes andother credits
Total capitalization and liabilities

310,686
178,622
620,259

$3,407,682

(31,561)
83,056
51,495

$ _.

29,368 308,493
261,678
701,122

$3,484,965
29,368

$77,283

*

* *

Balances before application of SFAS No. 158 include the effects of 2006 plan experience and changes in actuarial
assumptions on the additional minimum liability, coupledwith the regulatory impacts of SFASNo. 71.
At December 31, 2006, thecombined net funded status of the threeplansreflecteda liability of $155 million. Of this amount,
approximately $101 million was offset witha regulatory asset.

The table below discloses net amounts recognized in accumulated other comprehensive income as a result of adopting the
provisions of SFAS No, 158 (as impacted by SFAS No. 71) as oflDecember 31, 2006. Tax amounts are calculated using a
38 percent rate.

Total

Q ua lifie d
Re tire m e n t

P la n S ERP PBOP

$(62,464) $(8,045) $(2,814)
(3,225)

(Thousands of dollars)
Adjustments to adopt SFAS No. 158:

Net actuarial loss, net of $44.9 million of tax
N et transition obligation, net of $2 million of tax
Prior service credit, net of $9,000 of tax
Reversal of additional minimum pension l iabi l i ty, net of $14.4 million of  tax
Estimated amounts recoverable through rates, net of $29.4 million of tax

7,119

S

Total amounts recognized in accumulated other comprehensive income

$(73,323)
(3,225)

14
23,551
47,915

$ (5,068)

14
16,432
41,876

8 (4,142)

6,039

$ (926)  $ -
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Note 9 Pension and Other Postretirement Benefits (Continued)

Investment objectives andstrategies for the qualified
retirement plan are developed and approved by the Pension
Plan InvestmentCommittee of the Board of Directors of the
Company. They are designed to preservecapital, maintain
minimum liquidity required forretirement plan operations and
effectively manage pension assets.

actuarial assumptions include the expected return on plan
assets, the discount rate used in determining the projected
benefit obligation and pension costs, and the assumed rate of
increase in employee compensation. Relatively small changes
in these assumptions, particularly the discount rate, may
significantly affect pension costs and plan obligations for the
qualified retirement plan.

A target portfolio of investments in the qualified retirement
plan is developed by the Pension Plan Investment Committee
and is reevaluated periodically. Rate of return assumptions are
determined by evaluating performance expectations of the
target portfolio. Projected benefit obligations are estimated
using actuarial assumptions and Company benefit policy. A
target mix of assets is then deteunined based on acceptable
risk versus estimated retuI'ns in order to fund the benefit
obligation. The current percentage ranges of the target
portfolio are:

Type of Investment Percentage Range

Equity securities 58 to 70
Debt securities 32 to 38
Other up to 5

SFAS No. 87 Employer's Accounting for Pensions states that
the assumed discount rate should reflect the rate at which the
pension benefits could be effectively settled. In making this
estimate, in addition Bo rates implicit in current prices of
annuity contracts that could be used to settle the liabilities,
employers may look to rates of return on high-quality fixed-
income investments currently available and expected to be
available during the period to maturity of the pension benefits.
In determining the discount rate, the Company matches the
plan's projected cash flows to a spot-rate yield curve based on
highly rated corporate bonds. The resulting rate is then
rounded to the nearest 25 basis points.

Due to an increase in market interest rates for high-quality
fixed-income investments, the Companyraised the discount
rate to 6.00% at December 31, 2006 from5.75% at
December31, 2005. The weighted-average rate of
compensation increase was raised to 3.75% from 3.30%. The
Company maintained its asset return assumptionfor 2007 at
8.50%. These offsetting changes will not result in a significant
change in pensionexpense for 2007.

The Company'spension costs for theseplans are affected by
the amount of each contributions to the plans, the return on
planassets, discountrates, and by employee demographics,
including age, compensation, andlengthof service. Changes
made to the provisionsof the plans may also impact current
and future pension costs. Actuarial formulas are usedin the
determination of pension costs andare affected byactual plan
experience and assumptionsaboutfuture experience. Key 51
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Note 9 Pension and Other Postretirement Benefits (Continued)

The following tables set forth the retirement plan, SERP, a.nd PBOP funded status and amounts recognized on the Consolidated
Balance Sheets and Statements of Income.

2006

Qualified
Retirement Plan SERP P BO P

(Thousands of dollars)
Change in benefit obligations

Benefit obligation for service rendered to date at beginning of year (PBO/PBO/APBO)
Service cost
Interest cost
Actuarial loss (gain)
Benefits paid

Benefit obligation at end ofyear (PBO/PBO/APBO)

$ 473,418
16,284
26,805
(4,806)

(15,898)

495,803

$ 34,123 $ 37,553
211 854

1,893 2,118
(207) (297)

(2,363) (1,121)

33,657 39,107

Change in plan assets
Market value of plan assets at beginning of year
Actual return on plan assets
Employer contributions
Benefits paid

Market value of plan assets at end of year

Funded status at year end

338,618
42,733
23,253

(15,898)

388,706

$(10'7,097)

20,979
2,742

2,363 1,107
(2,363) . -

24,828

$(33,657) $(14,279)

assumptions (benefit obligation)Weighted-average
Discount rate
Weighted-average rate of compensation increase

6.00%
3.75%

6,00%
3.75%

6.00%
3.75%

4>

Asset Allocation
Equity securities
Debt securities
Other

To ta l

63%
32%

5%

100% N/A

77%
16%

7%

100%
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Note 9 Pension and Other Postretirement Benefits (Continued)

2005

Qua lifie d
Re tire m e n t P la n S ERP P BO P

$ 428,116
15,787
25,327
17,842

(13,654)

(Thousands of dollars)
Change in benefit obligations

Benefit obligation for sel'vice rendered to date at beginning of year (PBO/PBO/APBO)
Service cost
Interest cost
Actuarial loss (gain)
Benefitspaid

Benefitobligation at end of year (PBO/PBO/APBO) 473,418

$ 31,385 $ 35,988
223 837

1,811 2,115
2,963 103

(2,259) (1,490)

34,123 37,553

Change in plan assets
318,664
15,988
17,620
(13,654)

2,259
(2,259)

18,750
1,102
1,127

Market value of plan assets at beginning of year
Actual return on plan assets
Employer contributions
Benefits paid

Market value of plan assets at end of year

Funded status
Unrecognized net actuarial loss (gain)
Unrecognized transition obligation (2012)
Unrecognized prior service cost

Prepaid (accrued) benefit cost

338,618

(134,800)
123,028

(34,123)
14,428

20,979

(16,574)
5,954
6,069

Accrued benefit liability
Additional minimum pension liability adjustment

(34)

$ (11,806)

$ (66,082)
54,276

$ (11,806)

9

$(19,686) $ (4,551)

$(32,580) $ (4,551)
12,894

$(19,686) $ (4,551)

assumptions (benefit obligation) 53Weighted-average
Discount rate
Weighted-averagerate of compensation increase

5.75%
3.30%

5.75%
3.30%

5.75%
3.30%

Asset Allocation
Equity securities
Debt securities
Other

61%
30%
9%

100%

71%
15%
14%

100%Tota l N/A

Estimated funding for the plans above during calendar year
2007 is approximately $24 million. The accumulated benefit
obligation for the retirement plan was $422 million and
$405 million, and for the SERP was $32.2 million and
$32.6 million at December 31, 2006 and 2005, respectively.

expectedto be paid for each of the next fiveyears beginning
with2007 are the following: $2.4million, $2.5 million,
$2.5million, $2.5 million, and $2.5 million. SERPbenefits
expected to be paid during 2012 to2016total$12.6 million. No
assurance can be made thatactual funding and benefitspaid
will match ourestimates.

Pens ion benefits  expected  to  be paid  for each of the  next five
years  beg inn ing  with  2007 a re the  following: $16.8 m illio n ,
$18 million , $19.2  million , $20.6  million , 8.Ild  $22.2 million .
Pens ion  benefits expec ted to be  pa id during 2012 to 2016 to ta l
$138 m illio n . R e tire e we lfa re bene fits expected to  be paid  for
each of the  ne xt five  ye a rs b eg in n in g with 2007 a re  th e
fo llowing : $1.4 million , $1.5 million , $1.6 million , $1 .7 m illio n ,
a n d  $1.8 million .  R e tire e welfare  benefits  expected to be  pa id
during 2012 to 2016 tota l $10.5 million. S ERP  bene fits

For PBOP measurement purposes, the per capita cost of covered
health care benefits is assumed to increase five percent
annually. The Company makes fixed contributions for health
care benefits of employees who retire after 1988, but pays up to
100 percent of covered health care costs for employees who
retired prior to 1989. The assumed annual rate of increase noted
above applies to the benefit obligations of pre-1989 retirees only.
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N o t e  9  P e n s i o n  a n d  O t h e r  P o s t r e t i r e m e n t  B e n e f i t s  ( C o n t i n u e d )

Components of net pen°odie benefit cost:

Qua lifie d
Re tire m e n t P la n S ERP P BOP

2006 2005 2004 2006 2005 2004 2006 2005 2004
(Thousands of dollars)
Service cost
Interest cost
Expected return on plan assets
Amortization of prior service costs(credits)
Amortization of transitionobligation
Amortization of net loss

Net p e rio d ic benefit cos t

$16,284 $15,787 $13,790 $ 211 $ 223 $ 211 $ 854 $ 837 $ 722
26,805 25,327 23,659 1,893 1,811 1,745 2,118 2,115 2,180

(30,608) (29,553) (28,067) - - - (1,817) (1,675) (1,426)
(11) (11) 54 9 116 140 - __

_ .- 867 867 867
5,352 2,453 1,244 912 639 168 136 213

$ 17,822 $ 14,003 $ 9,436 $3,357 $3,062 $2,735 $2,190 $2,280 $2,556

Weighted-average assumptions (net benefit
cost)

Discount rate
Expected return on plan assets
Weighted-averagerate of compensation increase

5.75%
8.50%
3.30%

6.00%
8.75%
4.00%

8.50% 5.75% 6.00% 6.50%
8.75% 8.50% 8.75% 8.75%
4.25% 3.30% 4.00% 4.25%

5.75%
8.50%
3.30%

6.00%
8.75%
4.00%

6.50%
8.75%
4.25%

$3.6  million in  2006, $3.5 m illio n in  2005, a nd $3.5  million in
2004. NP L has  a  s epara te  plan, the  cos t and  liab ility fo r wh ich
a re not s ignific a nt.

84

The estimated net loss that will be amortized from
accumulated other comprehensive income or regulatory assets
into net periodic benefit east over the next year is $5 million for
the qualified retirement plan and $1.1 million for the SERP.
The estimated transition obligation for the PBOP that will be
amortized from regulatory assets into net periodic benefit cost
over the next year is $870,000. The estimated prior service
costs (credits) for the qualified retirement plan and SERP and
the estimated net loss for the PBOP that will be amortized
over the next year are not significant.

Southwest has a deferred compensation plan for all officers
and members of the Board of Directors. The plan provides the
opportunity Bo defer up to 100 percent of annual cash
compensation. Southwest matches one-half of amounts
defensed by officers. The maid rum matching contribution is
three percent of an officer's annual base salary. Upon
retirement, payments of compensation deferred, plus interest,
are made in equal monthly installments over 10, 15, or 20
years, as elected by the participant. Directors have an
additional option to receive such payments over a five-year
period. Defensed compensation earns interest at a rate
determined each January. The interest rate equals 150 percent
of Moody's Seasoned Corporate Bond Rate Index.

The Employees' InvestmentPlan provides for purchases of
various mutual fund investments and Companycommonstock
by eligible Southwest employees throughdeductions ofa
percentage of basecompensation, subject to IRS limitations.
Southwestmatches up to one-halfof amounts deferred.The
maximummatching contributionis threepercent ofan
employee's annualcompensation. Thecost of the plan was
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Note 10 Stock-Based Compensation

t December 31, 2006, the Company had two stock-based
compensation plans: a stock option plan and a

performance share stock plan. Prior to January 1, 2006, these
plans were accounted for in accordance with APB Opinion
No. 25, "Accounting for Stock Issued to Employees" and related
interpretations. Effeetive January 1, 2006, the Company
adopted SFAS No. 123 (revised 2004) "Share-Based Payment",
using the modified prospective transition method. Accordingly,
financial information for prior periods has not been restated.
The adoption of SFAS No. 123 (revised 2004) did not have a
material impact on the Company's f inancial condition, results
of operations, or cash flows. Under the modified prospective
transition method, expense is recognized for any new awards
granted after the effective date and for the unvested portion of
awards granted prior to the effective date.

Under the option plan, the Company may grant options to
purchase shares of common stock ho key employees and outside
directors. The option grants in 2006 consumed the remaining
options that could be issued under the option plan and no
future grants are anticipated. Each option has an exercise price
equal to the market price of Company common stock on the
date of grant and a maximum term of ten years. The options
vest 40 percent at the end of year one and 30 percent at the end
of years two and three. The grant date fair value of the options
was estimated using the Black-Scholes option pricing model in
2006 and 2005 and the extended binomial option priding model
in 2004. The following assumptions were used in the valuation
calculation:

Dividend yield
Risk-free interest rate range
Expected volatility range
Expected life

2006 2005 2004

2.48 to 2.82% 3.14 to 3.28% 3.50%
4.91 Bo 5.06% 3.88 to  4.09% 1.66 to 3.23%

15% 18% 13 to  20%
6 years 6 yea rs 1 to 3 yea rs

The following tables summarize Company stock option plan activity and related information (thousands of options):

2006 2005 2004

Nu m b e r o f
options

W eighted-
a ve ra ge

exerc is e  price
Nu m b e r o f

options

Weighted-
average

exercise price
Numbe r of

options

W eighted-
average

exercise price

Outstanding at the beginning of the year
Granted during the year
Exercised during the year
Forfeited during the year
Expired during the year

1,475
252

(749)

(6)
(15)

1,646
347

(510)

(8)

$22.46
26.00
21.28
22.41

1,502
403

(254)

(5)

$21.83
23.36
20.21
21.83

55

A

Outstanding at year end

Exercisable at year end

957

413

$23.70
32.60
23.30
26.81
28.09

$26.26

$23.31

1,475

813

$23.70

$23.06

1,646

1,010

$22.46

$22.36
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Note 10 Stock-Based Compensation (Continued)

$25.40 at December 31, 2006, December 31, 2005, and
December 31, 2004, respectively.

The intrinsic value of a stock option is the amou.nt by which
the market value of the underlying stock exceeds the exercise
price of the option. The aggregate intrinsic value of
outstanding options was $11.6 million, $4.3 million, and
$5.3 million at December 31, 2006, December 31, 2005, and
December 31, 2004, respectively. The aggregate intrinsic value
of exercisable options was $6.2 million, $3 million, and
$3.6 million at December 31, 2006, December 31, 2005, and
December 31, 2004, respectively, The aggregate intrinsic value
of exercised options was $11.3 million, $2.6 million, and
$1.3 million during 2006, 2005, and 2004, respectively. The
market value of Southwest Gas stock was $38.37, $26.40, and

The weighted-average remaining contractual life for
outstanding options was 7.7 years for 2006. The weighted-
average remaining contractual life for exercisable options was
6.4 years for 2006. The weighted-average grant-date fair value
of options granted was $5.92 for 2006, $4.18 for 2005, and
$1.65 for 2004. The following table summarizes information
about stock options outstanding at December 31, 2006
(thousands of options):

Options Exercis able

Range of
Exercise Pelee

Nu mbe r
ou ts ta nding

Options Outstanding

Weighted-
average

remaining
contractual life

Num b e r
exercis able

$15.00 to $19.13
$20.49 to $26.10
$28.75 to $33.07

26
664
267

2.7 Years
7.4 Years
9.0 Years

Weighted-
average

exercise price

$18.13
$24.12
$32.38

26
368

19

Weighted-
average

exercise price

$18.13
$23.36
$29.14

As of December 31, 2006, there was $1.5 million of total
unrecognized compensation cost related to nonvested stock
options. That cost is expected to be recognized over a period of
3 years. The total fair value of options vested was $1 million,
$609,000, and $917,000 during 2006, 2005, and 2004,

respectively. The Company received $17.5 million in cash from
the exercise of options during 2006 and a corresponding tax
benefit of $2.6 million which was recorded in additional paid-in
capital. The following table summarizes the status of the
Company's nonvested options as of December 31, 2006
(thousands of options):

56 Weighted-
average grant
date fair value

Nonvest/ed at the beginning of the year
Granted
Vested
Forfeited

Nonvesbed at December 31, 2006

Number of
options

662
252

(364)

(6)

544

$3.00
$5.92
$2.80
$4.15

$4.47

In addition to the option plan, the Company may issue
performance shares to encourage key employees to remain in
its employment to achieve short-term and long-term
perfonnance goals. Plan participants are eligible to receive a
cash bonus (i.e., short-term incentive) and performance shares

(i.e., long-term incentive). The performance shares vest three
years after grant (and are subject to a final adjustment as
determined by the Board of Directors) and are then issued as
common stock. The following table summarizes the activity of
this plan (thousands of shares):

Year Ended December 31,

Nonvested performance shares at beginning of year
Performance shares granted (including dividends)
Performance shares forfeited
Shares vested and issued*

2006

357 316 381
95 143 156

_ (6) _

(133) (96) (221)

319 357 316

$26.97 $24.71 $22.70

2905 2004

Nonvested performance shares at end of year

Average grant date fair value of awards granted this year

* Includes shares converted for taxes and retiree layouts.
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Note  11 Incom e  Ta xe s

Income tax expense (benefit) consists of the following (thousands of dollars):

Year Ended December 31,

Current:
Federal
State

2006 2005 2004

$29,916 $ 553 $ (225)
4,830 2,218 (1,186)

34,746 2 ,771 (1,411)

Deferred:
Federal
State

9,385
366

Tota l income tax expens e

21,301 28,607
540 3,041

9,751 21,841 31,648

$44,497 $24,612 $30,237

Deferred income tax expense (benefit) consists of the following significant components (thousands of dollars):

Year Ended December 31, 2006 2005 2004

Deferred federal and state:
Property-related items
Purchasedgas cost adjustments
Employeebenefits
Injuries and damages reserves
All other deferred

$ 28,372
(22,188)
(3,223)
4,543
3,115

$ (3,143)
28,094
2,232

(4,072)
(402)

$ (3,165)
34,923

240
190
328

Tota l defeaTed fe de ra l a nd s ta te
De fin e d ITC , ne t

Tota l deferred income tax expens e

10,619
(868)

$  9 , 7 5 1

22,709
(868)

$21,841

32,516
(868)

$31,648

The consolidated effective income tax rate for the pedod ended
December 31, 2006 and the two prior periods differ from the

federal statutory income tax rate. The sources of these
differences and the effect of each are summarizedas follows:

Year Ended December 31, 2006 2005

35.0%
2.7
1.1

2004

Federal statutory income tax rate
Net state taxes
Property-related items
Effect of closed tax years and resolved issues
Tax credits
Corporate owned life insurance
All other differences

35.0%
2.5
0.6

(1.3)
(0.7)
(0.9)
(0.5)

(1 .3)
(1.6)
0 .1

35.0%
2.8
0.8

(1.8)
(1.0)
(0.7)
(0.3)

Consolidated effective income tax rate 34.7% 36.0% 34.8%
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Note 11 Income Taxes (Continued)

Defe rred tax a s s e ts  and liabilitie s  cons is t of the  following (thous ands  of dolla rs ):

2006 2005

$ 6,427
36,542
36,820

$

December 31,

Deferred tax assets:
Deferred income taxes for future amortization of ITC
Employee benefits
Alternative minimum tax
Net operating losses & credits
Other
Valuation allowance

4,549

6,964
50,468
28,903
37,976
10,510

84,338 134,821

Deferred tax liabilities:
Property-related items, including accelerated depreciation
Regulatory balancing accounts
Property-related items previously f lowed through
Unamortized ITC
Debt-related easts
Other

Ne t de fe rre d ta x lia bilitie s

C u rre n t
Non e u n e n t

Ne t de fe ns e d ta x lia bilitie s

330,308
46,207

8,272
10,330

5,681
7,504

408,302

$323,964

$ 15,471
308,493

$323,964

337,234
68,395

9,411
11,198
6,292
5,196

437,726

$302,905

$ 68,166
234,739

$302,905

58
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Note  12 S e gm e nt Inform a tion

company operating segments are determined based on the
I nature of their activities. The natural gas operations

segment is engaged in the business of purchasing, transporting,
and distributing natural gas. Revenues are generated from the
sale and transportation of hatural gas. The construction services
segment is engaged in the business ofproviding utility
companies with trenching and installation, replacement, and
maintenance services for energy distribution systems.

Accounting Policies. NPL accounts for the services provided
to Southwest at contractual (market) prices. At December 31,
2006 and 2005, accounts receivable for these services totaled
$9.2 million and $8.2 million, respectively, which were not
eliminated during consolidation.

The accounting policies of the reported segments are the same
as those described within Note 1-Summary of Signif icant

The financial information pertaining to the natural gas
operations and construction services segments for each of the
three years in the period ended December 31, 2006 is as follows
(thousands of dollars):

2006

Revenues from unaffiliated customers
Intersegment sales

Total

Gas
O pe ra tions

$1,727,394

Adjustments (a)

Interest expense

Depreciation and amortization

Income tax expense

Segment income

Segment assets

Capital expenditure s

$1,727,394

$ 93,291

$ 146,654

$ 36,240

$ 71,473

$3,352,074

$ 305,914

Construction
Services

$216,753
80,611

$297,364

$ 1,686

$ 22,310

$ 8,257

$ 12,387

$136,654

$ 39,411

$(3,763)

Total

$1,944,147
80,611

$2,024,758

$ 94,977

$ 168,964

$ 44,497

$ 83,860

$3,484,965

$ 345,325

2005
Gas

Ope ra tions

$1,455,257

Cons truc tion
Adjustments (al Tota l

Revenues f rom unaff iliated customers
Intersegment sales

Total
59

Interest expense

Depreciation and amortization

Income tax expense

Segment income

Segment assets

Capital expenditures

$1,455,257

$ 89,318

$ 137,981

$ 17,767

$ 33,670

$3,103,804

$ 258,547

$187,249
71,777

$259,026

$ 1,009

$ 18,272

$ 6,845

$ 10,153

$128,181

$ 35,822

$(3,559)

$1,642,506
71,777

$1,714,283

$ 90,327

$ 156,253

$ 24,612

$ 43,823

$3,228,426

$ 294,369

2004
Gas

Opera tions
C ons truc tion

S ervices Adjus tme nts  (a ) Tota l

Revenues from unaffiliated customers
Intersegment sales

Total

$1,262,052

645Interest expense

Depreciation and amortization

Income tax expense

Segment income

Segment assets

Capital expenditures

$1,262,052

$ 85,861

$ 130,515

$ 24,698

$ 48,354

$2,843,199

$ 274,748

$153,392
61,616

$215,008

$

$ 15,503

$ 5,539

$ 8,421

$ 99,120

$ 27,940

$(4,203)

$1,415,444
61,616

$1,477,060

$ 86,506

$ 146,018

$ 30,237

$ 56,775

$2,938,116

$ 302,688

(a) Construction services segment assets include deferred tax assets of $3 million and income taxes payable of $758,000 in 2006,
which were netted against gas operations segment defelTed tax liabilities and income taxes receivable, net during
consolidation and deferred tax assets of $3.6 million and $4.2 million in 2005 and 2004, respectively, which were netted
against gas operations segment deferred tax liabilities during consolidation.

C
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Note  13 Quarte rly Financia l Da ta  (Unaudited)

Ma rch  31
Quarter Ended

June 30 September 30 December 31
(Thousands of dollars, except per share amounts)

2006
Operating revenues
Operating income (loss)
Net income (loss)
Basic earnings (loss) per common share*
Diluted earnings (loss) per common share*

$676,941
89,325
44,180

1.12
1 .11

$430,902
25,236
3,709

0.09
0.09

$351,800
3,197

(10,736)
(0.26)
(0.26)

$565,115
91,424
46,707

1.12
1 .11

2005
Operating revenues
Operating income (loss)
Net income (loss)
Basie earnings (loss) per common share*
Diluted earnings (loss) per common share*

$542,880
72,849
32,829

0.88
0.88

$361,130
14,935
(2,817)
(0.07)
(0.07)

$313,278
(5,459)

(16,444)
(0.43)
(0.43)

$496,995
68,323
30,255

0.77
0.76

2004
Opera ting revenues
Opera ting income  (los s )
Ne t income (los s )
Bas ic ea rnings (los s ) per common s ha re *
Dilu te d earnings (los s ) pe r common s hare*

$473,400
85,802
41,044

1.19
1.18

$278,697
5,954

(8,362)
(0.24)
(0.24)

$264,467
(9,017)

(16,353)
(0.46)
(0.46)

$460,496
87,028
40,446

1.12
1.11

* The sum of quarterly earnings (loss) per average common share may not equal the annual earnings (loss) per share due to the
ongoing change in the weighted-average number of common shares outstanding.

general rate relief can have a significant impact on earnings
for interim periods. See Management's Discussion and
Analysis for additional discussion of operating results.

he  dem and  fo r na tura l gas  is  s eas ona l, and it is  the
opinion of management that comparis ons  of earnings  for

the  interim  periods  do not re lia bly re flec t ove ra ll trends a n d
changes in the  opera tions  o f the  Company. Als o, the  timing of

T
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Management's  Report on Inte rna l Control Ove r Financia l Reporting

Company management is responsible for establishing and
maintaining adequate internal control over financial reporting,
as such term is defined by Rule 13a-15(f) and 15d-15(f`) under
the Securities Exchange Act of 1934. Under the supervision
and with the participation of Company management, including
the principal executive officer and principal financial officer,
the Company conducted an evaluation of the effectiveness of
internal control over financial reporting based on the "Internal
Control -Integrated Framework" issued by the Committee of
Sponsoring Organizations of the Treadway Commission. Based
upon the Company's

evaluation under such framework, Company management
concluded that the internal control over financial reporting
was effective as of December 31, 2006. Management's
assessment of the effectiveness of internal control over
financial reporting as of December 31, 2006 has been audited
by PricewaterhouseCoopers, LLP, an independent registered
public accounting firm, as stated in their report which is
included herein.

February 28, 2007
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Report of Independent Regis te red Public Accounting Firm

To the Board of Directors andStockholders of Southwest Gas
Corporation

We have completed integrated auditsof Southwest Gas
Corporation's consolidated financial statements and of its
internal control over financial reporting as of December 31,
2006, in accordance with the standards of the Public Company
Accounting Oversight Board (United States).Om' opinions,
based on our audits, are presentedbelow.

Consolidated financial statements

established in Internal Control-Integrated Framework issued
by the COSO. The Compally's management is responsible for
maintaining effective internal control over financial reporting
and for its assessment of the effectiveness of internal control
over financial reporting. Our responsibility is to express
opinions on management's assessment and on the effectiveness
of the Companyts intemad control over financial reporting
based on our audit. We conducted our audit of internal control
over financial reporting in accordance with the standards of
the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether effective
internal control over financial reporting was maintained in all
material respects. An audit of internal control over financial
reporting includes obtaining an understanding of internal
control over financial reporting, evaluating management's
assessment, testing and evaluating the design and operating
effectiveness of internal control, and performing such other
procedures as we consider necessary in the circumstances. We
believe that our audit provides a reasonable basis for our
opinions.

In our opinion, the accompanying consolidated balance sheets
and the related consolidated statements of income, of cash
flows and of stockholders' equity and comprehensive income
present fairly, in all material respects, the financial position of
Southwest Gas Corporation and its subsidiaries at
December 31, 2006 and 2005, and the results of their
operations and their cash flows for each of the three years in
the period ended December 31, 2006 in conformity with
accounting principles generally accepted in the United States
of America. These financial statements are the responsibility of
the Company's management. Our responsibility is to express
an opinion on these financial statements based on our audits.
We conducted our audits of these statements in accordance
with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that
we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of matedal
misstatement. An audit of financial statements includes
examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by
management, and evaluating the overall financial statement
presentation. We believe that ou.r audits provide a reasonable
basis for our opinion.

As discussed in Note 1 and Note 9 to the consolidated financial
statements, the Company changed the manner in which it
accounts for share-based compensation and defined benefit
postretirement plans in 2006.

A company's internal control over financial reporting is a
process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with
generally accepted accounting principles. A company's internal
control over financial reporting includes those policies and
procedures that (i) pertain to the maintenance of records that,
in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company,
(ii) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the company
are being made only in accordance with authorizations of
management and directors of the company, and (iii) provide
reasonable assurance regarding prevention or timely detection
of unauthorized acquisition, use, or disposition of the
company's assets that could have a material effect on the
financial statements.Internal controlover financial reporting

Becauseof its inherent limitations, internal control over
financial reporting may not prevent or detect misstatements.
Also,projectionsof any evaluation ofeffectiveness to future
periods are subject to the risk that controlsmay become
inadequate because of changes in conditions,or that the degree
of compliance with thepolicies or procedures may deteriorate.

/s/ PRICEWATERHOUSECOOPERS LLP

Also, in our opinion, Management's assessment, included in the
accompanying Management's Report on Internal Control over
Financial Reporting, that the Company maintained effective
internal control over financial reporting as of December 31,
2006 based on criteria established in Internal Control -
Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO), is fairly
stated, in all material respects, based on those criteria.
Furthermore, in our opinion, the Company maintained, in all
material respects, effective internal control over financial
reporting as of December 31, 2006, based on criteria

Los Angeles, California
February 28, 2007



Southwest Gas Corporation Annual Report 2006 Stories  Around the Fire  Pit

S ha re holde r Informa tion

Stock Listing Information
Southwest Gas Corporation's common stock is listed on the
New York Stock Exchange under the ticker symbol "SWX."
Quotes may be obtained in daily financial newspapers or some
local newspapers where it is listed under "SoWestGas."

Annual Meeting
The Annual Meeting of Shareholders will be held on May 3,
2007 at 10:00 a.m. at the Palms Casino Resort, 4321 West
Flamingo Road, Las Vegas, Nevada.

Investor Relations
Southwest Gas Corporation is committed to providing
relevant and complete investment information to shareholders,
individual investors and members of the investment community
Additional copies of the Company's 2006 Annual Report on
Form 10-K, without exhibits, as filed with the Securities and
Exchange Commission may be obtained upon request free of
charge. Additional financial information may be obtained by
contacting Kenneth J. Kenny, Investor Relations, Southwest
Gas Corporation, P.O.Box 98510, Las Vegas, NV 89193-8510
or by calling (702) 876-7237.

Dividend Reinvestment and Stock Purchase Plan
The Southwest Gas Corporation Dividend Reinvestment and
Stock Purchase Plan (DRSPP) provides its shareholders,
natural gas customers, employees and residents of Arizona,
California and Nevada with a simple and convenient method
of purchasing the Compass common stock and investing
cash dividends in additional shares without payment of any
brokerage commission.

Southwest Gas Corporation information is also available on the
Internet at www.swgas.com. For non-financial information,
please call (702) 876-7011.

The DRSPP features include:
Initial investments of $100, up to $100,000 annually
Automatic investing
No commissions on purchases
Safekeeping for common stock certificates

Transfer Agent
Shareholder Services
Southwest Gas Corporation
R 0. Box 98511
Las Vegas,NV 89193-8511

Registrar
Southwest Gas Corporation
R 0. Box 98510
Las Vegas, NV 89193-8510

For more information contact:
Shareholder Services, Southwest Gas Corporation, P. O. Box
98511, Las Vegas,NV 89193-8511 or call (800) 331-1119.
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Dividends
Dividends on common stock are declared quarterly by the
Board of Directors. As a general rule, they are payable on the
first day of March, June, September and December.

Auditors
PricewaterhouseCoopers LLP
350 S. Grand Avenue
Los Angeles, CA 90071
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STATEMENT OF RATES
EFFECTIVE SALES RATES APPLICABLE TO ARIZONA SCHEDULES1/21

Currently
Effective

Tariff Rate

Q/
Monthly

Gas Cost

§/
Rate

Adjustment
Delivery
Charge

$ 9.70s  9.70

$$ 1 .5G835
1 _46735

$ .95372
.95372

$ .01263
.01263

.54200

.50100

$$ 1 .50835
1 .46735

$ .95372
.95372

$ .01263
.01263

.54200

.50100

$ 8.70$ 8.70

$$ 1 .50835
1 .46735

$ .95372
.95372

$ .01263
.01263

.54200

.50100

$$ 1 .50835
1 .46735

$ .95372
.95372

$ .01263
.01263

.54200

.50100

$ 100$ 700

$$$ 1 .38894
1.34794

s .84372
.84372

.00322

.00322
.54200
.50100

s$$ 1.11115
1.07835
1.34794

$ .84372
.84372
.84372

.00322
_00322
.00322

.26421

.23141

.50100

$ 1.00$ 7.00

$$$ 1.38894
1.34794

$ .84372
.84372

_00322
.00322

.54200

.50100

$$$ 1.11115
1.07835
1.34794

$ .84372
.84372
.84372

.00322

.00322

.00322

.26421

.23141

.50100

$ 9.70$ 9.70

$$s 1 .49894
1 _23894

$ .95372
.95372

.00322

.00322
.54200
.28200

$$$ 1.49894
1 .45794

$ .95372
.95372

.00322

.00322
.54200
.50100

Description
G-5 - Single-Family Residential

Gas Service
Basic Service Charge per Month
Commodity Charge per Therm:

Summer (May-October):
First 15 Therms
Over 15 Therms

Winter (November-April):
First 35 Theirs
Over 35 Therms

G-6 - Multi-Family Residential
Gas Sewioe

Basic Service Charge per Month
Commodity Charge per Therm:

Summer (May-October):
First 7 Therms
Over 7 Therms

Winter (November-April):
First 18 Theirs
Over 18 Therms

G-10 - Single-Family Low Income
Residential Gas Service

Basic Seivioe Charge per Month
Commodity Charge per Therm:

Summer (May-October):
First 15 Therms
Over 15 Therms

Winter (November-April):
First 35 Themls
Next 115 Theirs
Over 150 Therms

G-11 - Multi-Family Low Income
Residential Gas Service

Basic Service Charge per Month
Commodity Charge per Therm:

Summer (May-October):
First 7 Therms
Over 7 Therms

Winter (November-April):
First 18 Therms
Next 132 Therms
Over 150 Therms

G-15 - Special Residential Gas Service
for Air Conditioning

Basic Service Charge per Month
Commodity Charge per Them:
Summer (May-October):

First 15 Theirs
Over 15 Therms

Winter (November-April):
First 35 Therms
Over 35 Therms

SOUTHWEST GAS CORPORATION
P.O. Box 98510
Las Vegas, Nevada 89193-8510
Arizona Gas Tariff No. 7
Arizona Division Canceling

Ninety-Third Revised A.c.c. Sheet No.
Ninety-Second RevisedA.c.c. Sheet No.

Issued On
Docket No.

July 24, 2007
G-00000<;-98-0568

Issued by
John p. Hester

Senior Vice President
Effective
Decision No.

July31. 2007
62994
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STATEMENT OF RATES
EFFECTIVE SALES RATES APPLICABLE TO ARIZONA SCHEDULES1/2/

(Continued)

Currently
Effective

Tariff Rate

4/
Monthly

Gas Cost

Q/
Rate

Adjustment
Delivery
Charge

$ 60.00

$ 1.35035$ .95372$ .01263

$60.00

$ .38400

Description
G-20 - Master-Metered Mobile

Home Park Gas Service
Basic Sewioe Charge per Month
Commodity Charge per Them:

All Usage

$ 25.00
33.00

145.00
720.00

$25.00
33.00

145.00
720.00

$$ 1.51911
1.35043
1.22905
1.04647

$ .95372
.95372
.95372
.95372

$ .00322
.00322
.00322
.00322

.55217

.39349

.27211

.08953

$ 0.06234$ _06234

G-25 - General Gas Sewioe
Basic Service Charge per Month:

Small
Medium
Large
Transportation Eligible

Commodity Charge per Therm:
Small, All Usage
Medium, All Usage
Large, All Usage
Transportation Eligible

Demand Charge per Month-
Transportation Eligible:

Demand Charge §/

As specified on A.C.C. Sheet No. 27.

As specified on A.C.C. Sheet No. 28.

G-30 - Optional Gas Service
Basic Service Charge per Month
Commodity Charge per Therm:

All Usage

$ 1.05594s .95372

As specified on A.C.C. Sheet No. 32.

$ .09900 $ .00322

G-40 - Air-Conditionino Gas Service
Basic Service Charge per Month
Commodity Charge per Therm:

All Usage

$ 1.50294$ .95372$ .00322$ .54600

G-45 - Street Liqhtinq Gas Service
Commodity Charge per Therm

of Rated Capacity:
All Usage

$ 25.00
190.00

9.70

$25.00
190.00

9.70

$ 1.12694$ .95372$ .00322$ .17000

G-55 - Gas Service for Compression
on Customer's Premises 6/
Basic Service Charge per Month:

Small
Large
Residential

Commodity Charge per Theml:
All Usage

$ 1.07094$ .95372

As speeched on A.C.C. Sheet No. 40.

$ .11400 $ .0oa22

G-60 - Electric Generation Gas Service
Basic Service Charge per Month
Commodity Charge per Them:

All Usage

$ 90.00

$ 1.17994$ .95372$ .00322

$90.00

$ .22300

G-15 - Small Essential Agricultural
User Gas Servioe

Basic Service Charge per Month
Commodity Charge per Them:

All Usage

SOUTHWEST GAS CORPORATION
P.O. Box 98510
Las Vegas,Nevada 89193-8510
Arizona Gas Tariff No. 7
Arizona Division Canceling

Ninety-Sixth Revised A.c.c. Sheet No.
Ninety-Fifth Revised A.c.c. sheet No.

Issued On
Docket No.

July 24, 2007
G-00000C-98-0568

Issued by
John p. Hester

Senior Vice President
Effeetive
Decision No.

July 31, 2007
62994
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STATEMENT OF RATES
EFFECTIVE SALES RATES APPLICABLE TO ARIZONA SCHEDULES l/Z/

(Continued)

Currently
Effective

Tariff Rate

4/
Monthly

Gas Cost

§/
Rate

Adjustment
Delivery
Charge

$ 0.0o
S 95.00

$ 0.00
$95.00

$ 0.91079$ .73057$ .00322$ .17700

Description

G-80 - Natural Gas Engine Z/
Gas Service

Basic Service Charge per Month:
Off-peak Season (October-March)
Peak Season (April-September)

Commodity Charge per Therm:
All Usage

All charges are subject to adjustment for any applicable taxes or governmental impositions.1/

g/

§/ (a)

(b)

(c)

(d)

Customers taking transportation service will pay the Basic Service Charge, the Commodity
Charge per Therm less the Monthly Gas Cost, and Demand Charge, if applicable, of the
Currently Effective Tariff Rate for each meter included in the transportation service agreement,
plus an amount of $.00806 per therm for distribution shrinkage as defined in Rule No. 1 of this
Arizona Gas Tariff. The shrinkage charge shall be updated annually effective May 1. For
customers converting from sales service, an additional amount equal to the currently effective
Gas Cost Balancing Account Adjustment will be assessed for a period of 12 months.

For Schedule Nos. G-5, G-6 and G-20, the Rate Adjustment includes $.00941 per therm
to recover LlRA program costs. This charge shall be updated annually effective May 1.

For all rate schedules except for Schedule Nos. G-30 and B-1, the Rate Adjustment
includes $0.00176 per therm to fund DSM Program costs. This charge shall be updated
annually effective the first billing cycle in April.

For all rate schedules, except for Schedule Nos. G-30 and B-1, the Rate Adjustment
includes $.00074 per therm for the Gas Research Fund. This charge shall be updated

annually effective May 1.

For all rate schedules, the Rate Adjustment includes $.00072 per therm for the
Department of Transportation (DOT) Safety Program costs. This charge shall be updated
annually effective May 1 and will expire on February 28, 2009.

3/ Except for Schedule Nos. G-10, G-11, G-30 and G-80, the Monthly Gas Cost includes $.11000
per therm to reduce the unrecovered balance in the Gas Cost Balancing Account.

§/ The total monthly demand charge is equal to the unit rate shown multiplied by the customer's
billing determinant.

Q/ The charges for Schedule No. G-55 are subject to adjustment for applicable state and federal

taxes on fuel used in motor vehicles.

Z/ The gas cost for this rate schedule shall be updated seasonally, April 1 and October 1 of each

year.

SOUTHWEST GAS CORPORATION
P.O. Box 98510
Las Vegas, Nevada 89193-8510
Arizona Gas Tariff No. 7
Arizona Division Canceling

Thirtieth Revised A.c.c. Sheet No.
Twenty-Ninth Revised A.c.c. Sheet No.

Issued On
Docket No.

ADril 23. 2007
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Issued by
John p. Hester

Senior Vice President
Effective
Decision No.

May 1, 2007
63598/68649
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SPECIAL SUPPLEMENTARY TARIFF
INTERSTATE PIPELINE CAPACITY SERVICES PROVISION

I. TITLE ASSIGNMENT SERVICE

APPLICABILITYA.

This Title Assignment Service provision shall apply only to natural gas
transportation customers with Title Assignment Operating Agreements
executed with the Utility prior to April 1, 1993, in conjunction with an executed
service agreement pursuant to Schedule No. T-1 , Transportation of Customer-
Secured Natural Gas. It specifies the procedures to be utilized by the Utility in
providing upstream pipeline firm transportation service to eligible Title
Assignment transportation customers and recovering associated costs from
such customers. This Title Assignment Service provision is closed to new
customers.

CHARACTER OF SERVlCEB.

1. The Utility will provide eligible transportation customers access to the
Utility's upstream pipeline firm transportation capacity and service
subject to the provisions and limitations set forth in this provision,
Schedule No. T-1 and Rule No. 7 of this Arizona Gas Tariff. Upstream
pipeline firm transportation service under this provision is available on
a recallable basis only.

2. Title Assignment Service shall be recalled by the Utility only to protect
service to Priority 1 and 2 customers pursuant to the provisions of
Schedule No. T-1 and Rule No. 7 of this Arizona Gas Tariff, and in force
maje re conditions which may occur from time to time on the upstream
pipeline system.

TERRITORYc.

Throughout the certificated area sewed by the Utility in the communities as set
forth on A.C.C. Sheet No. 8 of this Arizona Gas Tariff.

TERMD.

1. The minimum term for transportation customers electing service under
this provision is 24 months.

Original

SOUTHWEST GAS CORPORATION
P.O. Box 98510
Las Vegas, Nevada 89193-8510
Arizona Gas Tariff No. 7 Canceling

A.C.C. Sheet No.
A.C.C. Sheet No.
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Effective

Decision No.

September 1, 1997
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SPECIAL SUPPLEMENTARY TARIFF
INTERSTATE PIPELINE CAPACITY SERVICES PROVISION

(Continued)

I. TITLE ASSIGNMENT SERVICE (Continued)

D. TERM (Continued)

2. The minimum requirement for notice of termination of Title Assignment
Service shall be by written notice from the customer at least 24 months
prior to the start of any calendar month.

E. RATES FOR TITLE ASSIGNMENT SERVICE

1. Tit le Assignment customers shall e lect a Daily Contract Demand
Quantity (DCDQ), not to exceed the maximum daily quantity specified
in their respective transportation service agreement.

2. Title Assignment customers shall pay the Utility monthly the sum of the
following charges for service under this provision:

a. Reservation Charqe: A monthly demand charge equal to the
customer's DCDQ multiplied by the currently effective interstate
pipeline(s) reservation charges for firm transportation, including
applicable surcharges.

b. Volume Charqe: A rate per therm for all quantities transported by
the Utility on behalf of the customer on the upstream pipeline(s)
during the month, which includes the currently effective usage
charges for firm upstream pipeline transportation service plus any
applicable surcharges.

3. The customer's maximum daily entitlementforTitle Assignment Service
pursuant to this provision shall be equal to the DCDQ elected by the
customer.

4. In the event that Title Assignment Service is recalled by the Utility, the
customer shall receive a Reservation Charge credit to their regular
monthly bill based on the pro rata portion of the capacity recalled to
such customer's total DCDQ.

SOUTHWEST GAS CORPORATION
P.O. Box 98510
Las Vegas, Nevada 89193-851 o
Arizona Gas Tariff No. 7

Original A.C.C. Sheet No.
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SPECIAL SUPPLEMENTARY TARIFF
INTERSTATE PIPELINE CAPACITY SERVICES PROVISION

(Continued)

I.

CHANGES IN RATES

TITLE ASSIGNMENT SERVICE (Continued)

F.

The Utility will revise rates for Title Assignment Service as necessary to reflect
Federal Energy Regulatory Commission (FERC) authorized changes in
upstream pipeline transportation rates and billing determinants. Any refunds
received from upstream pipelines will be allocated on the basis of the
customer's Title Assignment volumes billed during the refund period .

ACCOUNTING FOR TITLE ASSIGNMENT REVENUESG.

All revenues received by the Utility in providing service under this provision
shall be credited to Account No. 191, Unrecovered Purchased Gas Costs.

II.

APPLICABILITY

CAPACITY RELEASE SERVICE

A.

The purpose of this Capacity Release Service provision is to govern the
release of interstate pipeline capacity in excess of the requirements of the
Utility's Title Assignment and Priority 1 and 2 customers. The Utility shall
identify and offer for release any available interstate pipeline capacity resewed
to serve such customers for the purpose of minimizing the overall cost of
upstream interstate pipeline capacity.

1. Capacity released pursuant to this provision shall be made available on
a non-discriminatory basis. As a condition precedent to obtaining
released capacity under this provision, on-system transportation
customers of the Utility must execute a transportation service agreement
pursuant to Schedule No. T-1, Transportation of Customer-Secured
Gas, and must comply with all applicable terms and conditions
contained in this Arizona Gas Tariff.

2. In order to acquire any of the Utility's firm interstate pipeline capacity
released under this provision, acquiring shippers must demonstrate to
the Utility that they have met the creditworthiness and other
requirements of the applicable interstate pipeline(s) and such other
credit standards that the Utility may deem appropriate.

Original A.C.C. Sheet No.
A.c.c. Sheet No.
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SPECIAL SUPPLEMENTARY TARIFF
INTERSTATE PIPELINE CAPACITY SERVICES PROVISION

(Continued)

II. CAPACITY RELEASE SERVICE (Continued)

A. APPLICABILITY (Continued)

3. Capacity release pursuant to this provision is subject to all FERC rules
and regulations and the specific terms and conditions governing capacity
release on the interstate pipeline system(s).

RATES AND BIDDING PROCEDURESB.

1. The Utility shall identify excess interstate pipeline capacity available for
release on a monthly basis and from time-to-time more frequently
thereafter as necessary to pre-arrange the release of any remaining
available capacity. The Utility reserves the right to not release capacity if
market conditions so warrant, or if the Utility is seeking to reduce its billing
determinant or contract demand on the upstream interstate pipeline(s).

2. The Utility shall determine the minimum acceptable bid price for released
capacity. The minimum acceptable bid represents the floor price for the
Utility's consideration of any particular bid. The minimum acceptable bid
shall be the greater of a., b. or c. below:

a. The Utility's best determination of the current market value for
such released capacity, based on a comparison of the price of
completed bids of a like nature and term posted to the applicable
interstate pipeline's electronic bulletin board.

b. When an interruptible transportation crediting mechanism exists
on the upstream interstate pipeline and, therefore, interruptible
transportation credits could be earned if such capacity was not
released, a bid price equal to the current market rate for
interruptible transportation service.

c. If the Utility is able to determine the cost allocation methodology
that will be utilized by the upstream pipeline to develop future
interstate pipeline charges, the Utility reserves the right to adjust
the minimum acceptable bid price to protect the interests of its
Priority 1 and Priority 2 gas sales customers.

SOUTHWEST GAS CORPORATION
P.O. Box 98510
Las Vegas,Nevada 89193-8510
Arizona Gas Tariff No. 7
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SPECIAL SUPPLEMENTARY TARIFF
INTERSTATE PIPELINE CAPACITY SERVICES PROVISION

(Continued)

II. CAPACITY RELEASE SERVICE (Continued)

B. RATES AND BIDDING PROCEDURES (Continued)

3. The release of interstate pipeline capacity for a term of more than one
month shall be accomplished according to the following procedures.

a. The Utility shall offer to prearrange the release of interstate
pipeline capacity at rates greater than or equal to the minimum
acceptable bid for the release period being considered. All bids
below the minimum acceptable bid floor shall be rejected. Bids
for prearranged capacity release shall be accepted based on the
highest price offered. If more than one bid is received at the
same price, bids shall be accepted based on the longest term
offered. Bids of an identical price and term shall be accepted on
a pro rata basis up to the amount of capacity available for
release.

b. Successful prearranged bids shall then be submitted to the
applicable interstate pipeline for posting on its electronic bulletin
board.

<1) Unless the bid price is equal to the interstate pipeline's full
"as-biIIed" rate, other eligible parties will be allowed by the
pipeline to submit bids higher than that of the prearranged
shipper. If prearranged bids are outbid by another party,
the prearranged bidder shall have the right of first refusal
to match the higher bid and thereby acquire the released
capacity.

(2) If the higher bid is not matched, the award shall be made
to the higher bidder(s) pursuant to the established bid
evaluation and (or) "tie breaker" procedures of the
interstate pipeline.

c. Any remaining capacity available for release shall then be posted
for open bidding to the applicable interstate pipeline electronic
bulletin board at the minimum acceptable bid price determined
according to Section B.2 above.
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SPECIAL SUPPLEMENTARY TARIFF
INTERSTATE PIPELINE CAPACITY SERVICES PROVISION

(Continued)

B.

CAPACITY RELEASE SERVICE (Continued)

RATES AND BIDDING PROCEDURES (Continued)

4. The Utility reserves the right to prearrange from time-to-time the release
of excess capacity for a term of one month or less. Capacity released
for a term of one month or less shall be subject to all FERC and
interstate pipeline rules and regulations governing such releases, and
shall be at rates greater than or equal to the minimum acceptable bid.

BILLINGc.

Billing for released capacity shall be made by the interstate pipeline directly to
acquiring customers and shippers. Shippers acquiring released capacity shall
be billed by the pipeline at the accepted bid price plus applicable usage
charges and surcharges. The Utility will receive credit from the interstate
pipeline forth payment of reservation charges and reservation surcharges due
from the acquiring shipper.

RECALL OF RELEASED CAPACITYD.

Capacity released by the Utility shall be recallable over the term of the release
under the following conditions:

1. Force majeure situations occurring on the upstream pipeline system, or

2. To protect service to Priority 1 and Priority 2 customers, or

3. When the Utility's core demand for upstream pipeline capacity is greater
than the Utility's current billing determinant or contract demand on the
applicable interstate pipeline(s), or

4. If the acquiring shipper fails to remit payment for services rendered to
the interstate pipeline when such amounts are due.

SOUTHWEST GAS CORPORATION
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SPECIAL SUPPLEMENTARY TARIFF
INTERSTATE PIPELINE CAPACITY SERVICES PROVISION

(Continued)

II. CAPACITY RELEASE SERVICE (Continued)

E. ACCOUNTING FOR CAPACITY RELEASE CREDITS

All capacity release credits received by the Utility shall be credited to Account
No. 191, Unrecovered Purchased Gas Costs.
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STATEMENT OF RATES
EFFECTIVE SALES RATES APPLICABLE TO ARIZONA SCHEDULES1/2/

Currently
Effective

Tariff Rate

4
Monthly

Gas Cost

Q/
Rate

Adjustment
Delivery
Charge

$ 12.80$12.80

$$ 1 .49065
1 .49065

$ .59733
1.41802

$ .O1263
.012G3

.880G9

.00000

$$ 1 .49085
1 .49065

$ .59733
1.47802

$ .01263
.01263

.88069

.00000

$ 8.70$ 8.70

$$ 1 .49065
1 .49065

$ .59733
1.47802

$ .01263
.01263

.88069

.00000

$$ 1 .49055
1 .49065

s .59733
1.47802

$ .01263
.01263

.88069

.000o0

Description
G-5 - Single-Family Residential

Gas Service
Basic Service Charge per Month
Commodity Charge per Them:

Summer (May-October):
First 15 Therms
Over 15 Thermo

Winter (November-April):
First 35 Therms
Over 35 Therms

G-6 - Multi-Family Residential
Gas Service

Basic Service Charge per Month
Commodity Charge per Them:

Summer (May-October):
First 7 Thermo
Over 7 Therms

Winter (November-April):
First 18 Therms
Over 18 Therms

$ 7.50$ 7.50

s$$ 1.37124
1.37124

$ .48733
1.36802

.00322

.00a22
.88069
.000O0

s$$ 1 .09699
1 .09699
1.37124

$ .48733
1.36802
1.36802

.00322

.00322

.00322

.60644
( .27425)

.000O0

s 1.50s  7.50

$$$ 1.37124
1.37124

s .48733
1.36802

.00322

.00322
.88069
.00000

$s$ 1 .09699
1 .09699
1.37124

$ .48733
1.36802
1.36802

.00322

.00322

.00322

.60644
( .27425)

.00000

s 12.80$12.80

$$$ 1.48124
1.48124

$ .59733
1.47802

.00322

.00322
.88069
.00000

s$$ 1.48124
1.48124

$ .59733
1.47802

.0O322

.00322
.88069
.00000

G-10 - Single-Family Low Income
Residential Gas Service

Basic Service Charge per Month
Commodity Charge per Therm:

Summer (May-October):
First 15 Thorns
Over 15 Themls

Winter (November-April):
First 35 Therms
Next 115 Themes
Over 150 Therms

G-11 - Multi-Family Low Income
Residential Gas Service

Basic Service Charge per Month
Commodity Charge per Therm:

Summer (May-October):
First 7 Thermo
Over 7 Therms

Winter (November-April):
First 18 Therms
Next 132 Therms
Over 150 Therms

G-15 - Special Residential Gas Service
for Air Conditioning

Basic Service Charge per Month
Commodity Charge per Them:
Summer (May-October):

First 15 Therms
Over 15 Therms

Winter (November-April):
First 35 Theirs
Over 35 Therms
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STATEMENT OF RATES
EFFECTIVE SALES RATES APPLICABLE TO ARIZONA SCHEDULES1/2/

(Continued)

Currently
Effective

Tariff Rate

4/
Monthly

Gas Cost

§/
Rate

Adjustment
Delivery
Charge

$ 60.00

$ 1.35220$ _92426$ .01263

$60.00

$ .41531

Description
G-20 - Master-Metered Mobile

Home Park Gas Service
Basic Service Charge per Month
Commodity Charge per Therm:

All Usage

$ 25.00
43.50

160.00
950.00

$25.00
43.50

160.00
950.00

$$ 1.68600
1 .33736
1 .21591
1.02650

$ .92426
.92426
.92426
.92426

s .00322
.00322
.00322
.00322

.75852

.40988

.28843

.09902

$ 0.064142$ .064142

G-25 - General Gas Semice
Basic Service Charge per Month:

Small
Medium
Large
Transportation Eligible

Commodity Charge per Therm:
Small, All Usage
Medium, All Usage
Large, All Usage
Transportation Eligible

Demand Charge per Month-
Transportation Eligible:

Demand Charge §/

As specified on A.C.C. Sheet No. 27.

As specified on A.C.C. Sheet No. 28.

G-30 - Optional Gas Service
Basic Sewioe Charge per Month
Commodity Charge per Theml:

All Usage

$ 1.02261$ _92426

As specified on A.C.C. Sheet No. 32.

$ .09513 $ .00322

G-40 - Air-Conditioninq Gas Service
Basic Service Charge per Month
Commodity Charge per Them:

All Usage

$ 1.82647$ .92426$ .00322$ .69899

G-45 - Street Lighting Gas Service
Commodity Charge per Them

of Rated Capacity:
All Usage

$ 25.00
250.00

12.80

$25.00
250.00

12.80

$ 1.10283s .92426$ .00322$ .17535

G-55 - Gas Service for Compression
on Customer's Premises 6/
Basic Service Charge per Month:

Small
Large
Residential

Commodity Charge per Therm:
All Usage

$ 1.05111$ .92426

As specified on A.C.C. Sheet No. 40.

$ .12383 $ .0O322

G-60 - Electric Generation Gas Service
Basic Service Charge per Month
Commodity Charge per Therm:

All Usage

$120.00

$ 1.16083$ .92426$ .00322

$120.00

$ .23335

G-75 ._ Small Essential Agricultural
User Gas Service

Basic Service Charge per Month
Commodity Charge per Them:

All Usage
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STATEMENT OF RATES
EFFECTIVE SALES RATES APPLICABLE TO ARIZONA SCHEDULES 1/Z/

(Continued)

Currently
Effective

Tariff Rate

4/
Monthly

Gas Cost

§/
Rate

Adjustment
Delivery
Charge

$ 0.00
$125.00

$ 0.00
$125.00

$ 0.92125$ _73057$ .00322$ _18746

Description
G-80 ._ Natural Gas Engine Z/

Gas Service
Basic service Charge per Month:

Off-peak Season (October-March)
Peak Season (April-September)

Commodity Charge per Therm:
All Usage

1/ All charges are subject to adjustment for any applicable taxes or governmental impositions.

2] Customers taking transportation service will pay the Basic Service Charge, the Commodity
Charge per Therm less the Monthly Gas Cost, and Demand Charge, if applicable, of the
Currently Effective Tariff Rate for each meter included in the transportation service agreement,
plus an amount of $.00806 per therm for distribution shrinkage as defined in Rule No. 1 of this
Arizona Gas Tariff. The shrinkage charge shall be updated annually effective May 1. For
customers converting from sales service, an additional amount equal to the currently effective
Gas Cost Balancing Account Adjustment will be assessed for a period of 12 months.

§_/ (al For Schedule Nos. G-5, G-6 and G-20, the Rate Adjustment includes $.00941 per therm
to recover LIRA program costs. This charge shall be updated annually effective May 1.

(b) For all rate schedules except for Schedule Nos. G-30 and B-1, the Rate Adjustment
includes $0.00176 per therm to fund DSM Program costs. This charge shall be updated
annually effective the first billing cycle in April.

(c) For all rate schedules, except for Schedule Nos. G-30 and B-1, the Rate Adjustment
includes $.00074 per therm for the Gas Research Fund. This charge shall be updated
annually effective May 1.

(d) For all rate schedules, the Rate Adjustment includes $00072 per therm for the
Department of Transportation (DOT) Safety Program costs. This charge shall be updated
annually effective May 1 and will expire on February 28, 2009.

(e) For rate Schedule Nos. G-5, G-6, G-10, G-11, G-25(S), G-25(M), and G-25(L), the Rate
Adjustment includes an amount to recover/retum RDAP under- or over-collections. The
Rate Adjustment includes the following amounts: G-5 $.00000, G-6 $.00000, G-10 $.00000,
G-11 $.00000, G-25(S) $.00000, G-25(M) $.00000, and G-25(L) $.00000.

3/ Except for Schedule Nos. G-10, G-11, G-30 and G-80, the Monthly Gas Cost includes $.11000
per therm to reduce the unrecovered balance in the Gas Cost Balancing Account.

§/ The total monthly demand charge is equal to the unit rate shown multiplied by the customer's
billing determinant.

Q/ The charges for Schedule No. G-55 are subject to adjustment for applicable state and federal
taxes on fuel used in motor vehicles.

Z/ The gas cost for this rate schedule shall be updated seasonally, April 1 and October 1 of each
year.
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SPECIAL SUPPLEMENTARY TARIFF
INTERSTATE PIPELINE CAPACITY RELEASE SERVICE PROVISION

APPLICABILITYA.

The purpose of this Capacity Release Service provision is to govern the release of
interstate pipeline capacity in excess of the requirements of the Utility's Title
Assignment and Priority 1 and 2 customers. The Utility shall identify and offer for
release any available interstate pipeline capacity resewed to serve such customers
for the purpose of minimizing the overall cost of upstream interstate pipeline
capacity.

1.

2.

3.

Capacity released pursuant to this provision shall be made available on a
non-discriminatory basis. As a condition precedent to obtaining released
capacity under this provision, on-system transportation customers of the
Utility must execute a transportation service agreement pursuant to Schedule
No. T-1, Transportation of Customer-Secured Gas, and must comply with all
applicable terms and conditions contained in this Arizona Gas Tariff.

In order to acquire any of the Utility's firm interstate pipeline capacity released
under this provision, acquiring shippers must demonstrate to the Utility that
they have met the creditworthiness and other requirements of the applicable
interstate pipeline(s) and such other credit standards that the Utility may
deem appropriate.

Capacity release pursuant to this provision is subject to all FERC rules and
regulations and the specific terms and conditions governing capacity release
on the interstate pipeline system(s).

RATES AND BIDDING PROCEDURESB.

1. The Utility shall identify excess interstate pipeline capacity available for
release on a monthly basis and from time-to-time more frequently thereafter as
necessary to pre-arrange the release of any remaining available capacity. The
Utility reserves the right to not release capacity if market conditions so warrant,
or if the Utility is seeking to reduce its billing determinant or contract demand
on the upstream interstate pipeline(s).
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SPECIAL SUPPLEMENTARY TARIFF
INTERSTATE PIPELINE CAPACITY RELEASE SERVICE PROVISION

(Continued)

B. RATES AND BIDDING PROCEDURES (Continued)

2. The Utility shall determine the minimum acceptable bid price for released
capacity. The minimum acceptable bid represents the floor price for the
Utility's consideration of any particular bid. The minimum acceptable bid shall
be the greater of a., b., or c. below:

a.

b.

c.

The Utility's best determination of the current market value for such
released capacity, based on a comparison of the price of completed
bids of a like nature and term posted to the applicable interstate
pipeline's electronic bulletin board.

When an interruptible transportation crediting mechanism exists on the
upstream interstate pipeline and, therefore, interruptible transportation
credits could be earned if such capacity was not released, a bid price
equal to the current market rate for interruptible transportation service.

If the Utility is able to determine the cost allocation methodology that
will be utilized by the upstream pipeline to develop future interstate
pipeline charges, the Utility reserves the right to adjust the minimum
acceptable bid price to protect the interests of its Priority 1 and
Priority 2 gas sales customers.

3. The release of interstate pipeline capacity for a term of more than one month
shall be accomplished according to the following procedures.

a. The Utility shall offer to prearrange the release of interstate pipeline
capacity at rates greater than or equal to the minimum acceptable bid
for the release period being considered. All bids below the minimum
acceptable bid floor shall be rejected. Bids for prearranged capacity
release shall be accepted based on the highest price offered. If more
than one bid is received at the same price, bids shall be accepted
based on the longest term offered. Bids of an identical price and term
shall be accepted on a pro rata basis up to the amount of capacity
available for release.
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SPECIAL SUPPLEMENTARY TARIFF
INTERSTATE PIPELINE CAPACITY RELEASE SERVICE PROVISION

(Continued)

B. RATES AND BIDDING PROCEDURES (Continued)

b. Successful prearranged bids shall then be submitted to the applicable
interstate pipeline for posting on its electronic bulletin board.

(1) Unless the bid price is equal to the interstate pipeline's full
"as-billed" rate, other eligible parties will be allowed by the
pipeline to submit bids higher than that of the prearranged
shipper. If prearranged bids are outbid by another party, the
prearranged bidder shall have the right of first refusal to match
the higher bid and thereby acquire the released capacity.

(2) If the higher bid is not matched, the award shall be made to the
higher bidder(s) pursuant to the established bid evaluation and
(or) "tie breaker" procedures of the interstate pipeline.

c. Any remaining capacity available for release shall then be posted for
open bidding to the applicable interstate pipeline electronic bulletin
board at the minimum acceptable bid price determined according to
Section B.2 above.

4. The Utility reserves the right to prearrange from time-to-time the release of
excess capacity for a term of one month or less. Capacity released for a term
of one month or less shall be subject to all FERC and interstate pipeline rules
and regulations governing such releases, and shall be at rates greater than or
equal to the minimum acceptable bid.

BILLINGc.

Billing for released capacity shall be made by the interstate pipeline directly to
acquiring customers and shippers. Shippers acquiring released capacity shall be
billed by the pipeline at the accepted bid price plus applicable usage charges and
surcharges. The Utility will receive credit from the interstate pipeline for the payment
of reservation charges and reservation surcharges due from the acquiring shipper.
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SPECIAL SUPPLEMENTARY TARIFF
INTERSTATE PIPELINE CAPACITY RELEASE SERVICE PROVISION

(Continued)

RECALL OF RELEASED CAPACITYD.

Capacity released by the Utility shall be recallable over the term of the release under
the following conditions:

1.

2.

3.

Force majeure situations occurring on the upstream pipeline system, or

To protect service to Priority 1 and Priority 2 customers, or

When the Utility's core demand for upstream pipeline capacity is greater than
the Utility's current billing determinant or contract demand on the applicable
interstate pipeline(s), or

4. If  the acquiring shipper fails to remit payment for services rendered to the
interstate pipeline when such amounts are due.

ACCOUNTING FOR CAPACITY RELEASE CREDITSE.

All capacity release credits received by the Util i ty shall be credited to Account
No. 191, Unrecovered Purchased Gas Costs.
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SPECIAL SUPPLEMENTARY TARIFF
REVENUE DECOUPLING ADJUSTMENT PROVISION

APPLICABILITY

The Revenue Decoupling Adjustment Provision (RDAP) applies to residential Rate
Schedule Nos. G-5, G-6, G-10 and G-11 and to General Service Schedule Nos. G-25(S),
G-25(M) and G-25(L) included in this Arizona Gas Tariff. The RDAP specifies the
accounting procedures and rate setting adjustments necessary to assure the Utility
neither over-recovers, nor under-recovers, the margins-per-customer authorized in its
most recent general rate case proceeding.

TEST PERIOD

The Test Period shall be the first full 12-month period following the implementation of the
most recently authorized general rates, and each 12-month period thereafter.

RATE ADJUSTMENT

The Rate Adjustment applicable to each schedule subject to this provision shall be
revised annually to reflect the difference between the margin-per-customer authorized in
the utility's last general rate case and the margin billed pursuant to the Utility's Weather
Normalization Adjustment Provision during the Test Period. The Rate Adjustment
revisions will be accomplished by increasing or decreasing the Revenue Decoupling
Adjustment Provision Balancing Account (RDAPBA) Adjustment. The RDAPBA
Adjustment will be calculated by dividing the RDAPBA at the end of the Test Period by
the volume of natural gas expected to be delivered to customers over the following
12-month period for each customer class included in the RDAP.

PROPOSED TARIFF SHEET

A.C.C. Sheet No.
A.C.C. Sheet No.

95

SOUTHWEST GAS CORPORATION
P.O. Box 98510
Las Vegas, Nevada 89193-8510
Arizona Gas Tariff No. 7
Arizona Division Canceling

N

N

Issued On
Docket No.

August 31. 2007
Issued by

John P. Hester
Senior Vice President

Effective
Decision No.

T



SPECIAL SUPPLEMENTARY TARIFF
REVENUE DECOUPLING ADJUSTMENT PROVISION

(Continued)

REVENUE DECOUPLING ADJUSTMENT PROVISION BALANCING ACCOUNT

The Utility shall maintain accounting records that accumulate the difference between
authorized and actual billed margin. Entries shall be recorded to the RDAPBA each
month as follows:

1. A debit or credit entry equal to difference between authorized margin and actual
billed margin for each rate schedule subject to this provision. Authorized margin is
the product of the monthly margin-per-customer authorized in the Utility's last
general rate case, as stated below and the actual number of customers during the
month.

tamer per Monthper CusAverage Margin

G-25(L)

$ 895.49

859.48
824.22
694.07
593.59
527.83
486.63
478.09
498.95
535.04
682.07
881 .07

GQMMI
$ 205.14

192.91
174.57
140.00
120.32
107.38
100.66
98.38

103.48
108.79
135.30
187.13

G-25(s)

$ 73.41

67.29

53.70

40.39

36.09

32.11

31 .26

31 .30

31 .52

32.24

36.21

56.93

G-15

$ 42.00

41 .90
40.47
35.57
24.08
23.36
23.47
22.95
23.65
23.69
33.49
40.83

G-6

$ 22.07

21 .94
21 .47
19.99
14.11
13.82
13.62
13.52
13.62
13.76
18.91
21 .70

G-5

$ 39.77

39.25
37.52
31 .36
23.38
21 .32
20.33
19.98
20.44
21 .06
27.47
37.68

January

February
March
April
May
June
July
August
September
October
November
December

2. A debit or credit entry equal to the terms billed during the month under the
schedules subject to this provision, multiplied by the applicable RDAPBA
Adjustment.

TIMING AND MANNER OF FILING

The Utility shall file its RDAP Rate Adjustment revisions annually with the Commission in
accordance with all statutory and regulatory requirements.
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SPECIAL SUPPLEMENTARY TARIFF
WEATHER NORMALIZATION ADJUSTMENT PROVISION

APPLICABILITY

The Weather Normalization Adjustment Provision (WNAP) applies to the heat-sensitive
portion of residential Rate Schedule Nos. G-5, G-6, G-10, and G-11, and General Service
Schedule Nos. G-25(S), G-25(M), and G-25(L). The WNAP specifies the procedures used
to adjust the monthly bill for each customer sewed under these rate schedules to account
for variations in non-gas revenues which are due to differences between the actual
temperatures and normal temperatures for the days in the customer's billing cycle. The
WNAP will apply to bills during the winter season months of November through April.

WNAP PROCESS

A 'WNAP Volume Adjustment" will be calculated for each customer for each winter billing
cycle to reflect the difference between the customer's actual use and usage assuming
normal weather. The WNAP Volume Adjustment will then be used to calculate a 'WNAP
Dollar Adjustment" which will be added to each customer's non-gas revenue calculated
on actual metered volumes. The process is set forth below.

WNAP CYCLE HEATING DEGREE DAY (HDD) VARIANCE

HDDs will be calculated for each billing cycle and for each operating district of the
Company's Arizona service area. Normal HDDs are calculated as the ten-year average
HDDs for each day during the winter season months. Actual HDDs are calculated as the
number of degrees Fahrenheit that any winter season day's average of high and low
temperature is below 65 degrees. The degree day calculation formulas are as follows:

Normal Cycle HDD = Ten-year average HDDs for each day in the billing cycle

1Actual Cycle HDD The number of degrees that any day's average temperature
is less than 65 degrees Fahrenheit for each day in the billing
cycle

_Cycle HDD Variance The sum of Normal Cycle HDDs for each day in the billing
cycle less the sum of Actual Cycle HDDs for each day in the
billing cycle

SOUTHWEST GAS CORPORATION
P.O. Box 98510
Las Vegas, Nevada 89193-8510
Arizona Gas Tariff No. 7
Arizona Division Canceling

A.C.C. Sheet No.
A.C.C. Sheet No.

PROPOSED TARIFF SHEET

97

DIn

N

Issued On
Docket No.

August 31. ZQQ7
Issued by

John P. Hester
Senior Vice President

Effective
Decision No.

T



SPECIAL SUPPLEMENTARY TARIFF
WEATHER NORMALIZATION ADJUSTMENT PROVISION

(Continued)

NON-TEMPERATURE SENSITIVE BASE LOAD VOLUME PER DAY

A Base Load Volume will be calculated for each customer to estimate the customer's
monthly non-temperature sensitive usage. The Base Load Volume per Day will be
calculated by determining the customers lowest average daily use for the summer, May
through October billing periods. Average daily use is the customer's total monthly use
divided by the number of days in the billing cycle. For new customers, Base Load Volume
per Day will be estimated based upon the average Base Load Volume for other
customers in the operating district. If necessary, Company personnel will adjust
customers' Base Load Volume per Day to reflect a more representative amount.

CYCLE USAGE PER HDD

A cycle usage per HDD will be calculated for each customer. Cycle Usage per HDD will
be calculated by subtracting the customer's Base Load Volume (Base Load Volume =
Base Load Volume per Day multiplied by the number of days in billing cycle) from actual
usage and provided the difference is greater than zero, dividing the difference by the
Actual Cycle HDDs. If the actual usage is less than the customer's Base Load Volume no
weather adjustment will be made to the customer's bill.

WNAP VOLUME ADJUSTMENT

A WNAP Volume Adjustment will be calculated for each customer. The WNAP Volume
Adjustment will be calculated by multiplying the customer's Cycle Usage per HDD by the
Cycle HDD Variance.

WNAP DOLLAR ADJUSTMENT

A WNAP Dollar Adjustment will be calculated for each customer. The WNAP Dollar
Adjustment will be calculated by multiplying the WNAP Volume Adjustment by
Southwest's non-gas delivery charge rates including the affect of any "blocks" in
Southwest's rate design. The WNAP Dollar Adjustment will be added to the customer's
non-gas revenue calculated on actual metered volumes for billing purposes.
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SCHEDULE A-1
Sheet 2 of 3

SOUTHWEST GAS CORPORATION
ARIZONA

SUMMARY OF THE OVERALL RESULTS OF OPERATIONS
FOR THE TWELVE MONTHS ENDED APRIL 30, 2007

Line
no. Description

(a)

Recorded
at 04/30/07

(b)
Adjustments

(¢)

Adjusted
Amounts

<d)

Deficiency
(G)

Adjusted
for

Deflciency
(f)

Line
No.

1
2
3

Operating Revenue
GasCost

Operating Margin

$

$

996,389,570 $ (597,154,892) $
593,424,664 (593,424,664)
402,964,907 $ (3,730,229)$

399,234,678 $
0

399,234,678 $

50,219,828 $
0

50,219,828 $

449,454,506
0

449,454,506

1
2
a

OneratinqExpenses
4
5
6
7
8

$ 685,079 $
87,644,582
37,800,950
1 ,320,355

230,155

16,522 $
1 ,883,873

929,959
(193,559)
(230,155)

701,601 $
89,528,455
38,730,909
1,126.796

0

0 $
0

150,107
0
0

701,601
89,528,455
38,881,016
1 .126,796

0

4
5
6
7
8

g
10

OtherGas Supply
Distribution
CustomerAccounts
CustomerService & information
Sales
Administrative and General

Direct
System Allocable

Depreciation and Amortization
Direct
System Allocable
Regulatory Amortizations

Taxes OtherThan Income
Interest on CustomerDeposits
Income Taxes

4,018,714
49,951,482

(9,175)
2,985,674

4,009,539
52,937,155

0
0

4,009,539
52,937,155

9
10

11
12
13
14
i s
16
17
18

Total OperatingExpenses
NetOperatingIncome

$
$

77,709,373
6,721,772
2,234,576

28,912,193
1,856,153

21 ,941,766
321,027,150
81,937,757

$
$

3,246,873
(74,834)

(1 ,950,048)
4,212,687

59,161
(5,B49,548)
5,027,430 $
(8,757,659)$.

80,958,247
6,646,938

284,528
33,124,880
1,915,314

16,092,218
326,054,580
73,180,098

$
s

0
0
0
0
0

19,792,160
19,942,257
30,277,561

$
$

80,956,247
6,646,938

284,528
33,124,880
1,915,314

35,884,378
345,996,847
103,457,659

11
12
13
14
15
16
17
18

19
20
21

Rate Base
Gas Plant in Service

Direct
System Allocable

Total Gross Plant

$ 1,956,244,952 $
93,253,492

$ 2,049,498,445 $

2,976,115 $ 1,959,221,067
1,373,330 94,626,822
4,349,445 $ 2,053,847,890

$ 1,959,221,067
94,626,822

$ 2,053,847,890

19
20
21

22
23

$ 692,096,947 $
60,178,615

0 $
0

692,096,947
60,178,616

$ 692,096,947
60, 178,616

22
23

24

AccumulatedProvisionfor
Depreciation and Amortization

Direct
System Allocable

Total Accumulated Provlsion for
Depreciation and Amortization $ 0 $ 752,275,563

4,349,445 $ 1,301,572,326

s 752,275,563

$ 1,301 ,572,325

24

2525 Net Plant in Service

752,275,563 $

s 1,297,222,881 $

26
27
28
29
30

Other Rate Base Items
Working Capital
Customer Advances
Customer Deposits
Deferred Taxes

Total Other Rate Base Items

$ 5,681,932 $
(37,910,017)
(31,921,898)

(142,632,297)
(206,782,280)$

0 $
0
0
0
0 $

5,681,932
(37,910,017)
(31,921,898)

(142,632,297)
(206,782,280)

$ 5,681 ,982
(37,910,017)
(31,921,898)

(142,632,297)
(206,782,280)

26
27
28
29
30

31 TotalRate Base 4,349,445 $ 1,094,790,046

$

$ 1,094,790,046 31

32 Rate of Return

$

$ 1,090,440,601 $

7.51% 6.68% 9.45% 32

Deficiency.xls A-1 Summary
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SOUTHWEST GAS CORPORATION
ARIZONA DIVISION

SPREAD OF REVENUE INCREASE BY CUSTOMER CLASS
FOR THE TWELVE MONTHS ENDED APRIL so, 2007

Line
No . Description

(a)

Proposed
Schedule
Number

(b)

Increase/(Decrease) [11
Dollars Percent

Ce) (f)

Line
No.

1

Sales Service
Residential Gas Service G-5 $ 39,934,555 15.84% 1

2 Multi-Family Residential Gas Service G-6 (172,559) -2.60% 2

3 Low Income Residential Gas Service G-10 628,374 9.31 % 3

4 Low Income Multi-Family Residential G-11 (21,515) -4.48% 4

5 Special Residential Gas Service G-15 (29,730) -42.30% 5

6
Master MeteredMobile Home Park
Gas Service G-20 69,634 7.16% 6

G-25

7
8
9

10

General Gas Service
Small
Medium
Large
Transportation Eligible

985,825
2,781,036
3,717,967
1 ,732,413

12.53%
11.44%
7.01%
8.62%

7
8
g

10

11 Optional Gas Service G-30 0 0.00% 11

12 Air Conditioning Gas Service G-40 8,712 5.43% 12

13 Street LightingGas Service G-45 15,649 28.02% 13

G-55

14
15
16

Gas Service for Compression on
Customer'sPremises
Small
Large
Residential

950
28,302
4,358

2.60%
6.99%

17.10%

14
15
16

17 Electric Generation Gas Service G-60 148,774 5.88% 17

18 Small EssentialAgriculture User GasService G-75 175,508 5.65% 18

19 Natural Gas Engine Gas Service G-80 214,392 8.38% 19

20 Total Sales andFull Margin Transportation $ 50,220,646 13.06% 20

21 Special Contract Service B-1 0 0.00% 21

22 Other Operating Revenue 0 0.00% 22

23 Total ArizonaRevenue $ 50,220,646 12.58% 23

[1] Schedule H-1I Sheet 1.



SCHEDULE A-2
Sheet 1 of 2

1- N M <r LO co

1- N o
LO m o
Q°1*.
OF © Nv r~ N
°z<Q<~1
m N 1-
m I-O o
4' of 1-

o of N
28"
>38

E 38
959

<0 LO v'
I-O 1- W'
=Q~.<'z

8g co FT
°l'1°Q
co v N
o co r~

o co o">

o of o

i
o<8

co o of
N co m
<o Lm o

<~J 8 c.
n. Q *-
au co of:
CO N N

o N LD

5

3

l~ o r~
o LD LO
0) V N

<- N N
no N of
Q Q °1
N  F  P
o N of

z
Q

3
Q
E
o <
o

2
(D

vo
3
| -

E
n.
o
5

3 9
s .

ms

5
cm <or~c>oc\l1\q'qql03-(DU)

Tv--|.r>I~oocnmco

o  LO  m

ck'
E
E

'it
4

E
:|:

§

l.l.

o
>-

5
E
E (O of ofF O O

co r~ 1-
r~ of c>
N co of
co 1- W'
of of o

:J
C
>

'Do8 m E
D (D Q

R Q- on

C C

8 8
8u.1 EE. 3 6

*_ o.
O

a 8.3
O O z

21 a>w _
.5 2 'ds
o E z

§

. .EE
u1|¢uL°'8
2224,
8832--
,_,-55
www
83359

::::>1-IJ
for />rnl5

885
g

1- N ¢'*J <r lD co



SCHEDULE A-2
Sheet 2 of 2

SOUTHWEST GAS CORPORATION
TOTAL SYSTEM

SUMMARY RESULTS OF OPERATIONS [1]

Line
No. Description

(a)

Prior Years
Year Ended Year Ended

2005 2006
(b) (c)

Test Year
12 Months Ended

4/30/2007
(d)

Line
No.

1
2
3
4
5
6

$
$

$ 1,444,439,794
1,331 ,337,384

$ 113,102,410
20,022,734

133,125,144
90,348,303

$ 1,714,338,144
1564,262,733

$ 150,075,411
27,086,512

177,161,923
94,658,870

$
$

$ 1,819,838,987
1 ,6S3,045,445

$ 156,793,542
23,197,938

179,991,480
94,386,778

$
$

1
2
3
4
5
6

7
8
g

Gross Revenues
Revenue Deductions & Operating Expenses
Operating Income

Other Income and (Deductions)
Income Before Interest Deductions

Interest Expense
Allowance for Debt Funds Used
During Construction
Net Interest Expense

Net Income
$
$

1 ,046,495
89,301 ,808
43,823,336

$
$

1 ,356,704
93,302,166
83,859,757

$
$

1 ,340,971
93,045,807
86,945,673

7
8
g

10 10

11

Preferred and Preference Dividend
Requirements
Net income Applicable
to Common Stock $ 43,823,336 $ 83,859,757 $ 86,945,673 11

12
13
14
15

Weighted Average Shares of
Common Stock Outstanding

Earnings per Common Share
Dividends paid per Common Share
Dividend Pay-out Ratio

$
$

38,131,533
1.15
0.82
71%

$
$

40,565,773
2.07
0.82
40%

$
$

42,015,865
2.07
0.86
42%

13
14
15

16
17

Return on Average Invested Capital
Return on Year End Invested Capital

5.81%
5.53%

9.82%
9.16%

9.22%
8.96%

16
17

18
19

Return on Average Common Equity
Return on year End Common Equity

5.81%
5.53%

9.82%
9.16%

9.22%
8.96%

18
19

20 1 .75 2.41 2.54 20

21

Times Bond Interest Earned-
Before Income Taxes

Times Total Interest and Preferred
Dividend Earned - After Income Taxes 1 .49 1 .90 1.93 21

[1] In this proceeding, the Company is requesting rate relief for the Arizona rate jurisdiction of its
system only. Projections for the total Company's financial position are not compiled or available.
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SCHEDULE B-1
Sheet 1 of 2

SOUTHWEST GAS CORPORATION

ARlZONA

ADJUSTED ORIGINAL COST AND RCND RATE BASE

FOR THE TWELVE MONTHS ENDED APRIL 30, 2007

Line
No. Description

(a)

Schedule
Reference

(b)

Adjusted
Original Cost
Rate Base

(C)

Adjusted
RCND

(d)

Fair Value [11

(e)

Line
No.

1 Gas Plant inService B-2& B-3 $ 2,053,847,890 $ 3,224,193,614 $ 2,639,020,752 1

Accumulated Depreciation
and Amortization B-2&B-3 752,275,563 1,173,930,265 963,102,914

$ 1,301,572,326 $ 2,050,263,349 s 1,675,917,838

2

3

2

3 Net Gas Plant inService

4
5

Additior\s
Working Capital

Total Additions

B-5 $
$

5,681,932 $
5,681,932 $

5,681,932 $
5,681,932 $

5,681 ,932
5,681,932

4
5

6
7
8
g

Deductions
Customer Advances for Construction
Customer Deposits
Deferred Income Taxes

Total Deducions

B-6
B-8
B-6

$ (37,910,017) $
(31,921,898)

(142,632,297)
(212,464,212) $

(37,910,017) $
(31,921,898)

(142,632,297)
(212,464,212) $

(37,910,017)
(31,921,898)

(142,632,297)
(212,464,212)

6
7
8
g

10 Total Rate Base

$

$ 1,094,790,046 $ 1 ,843,481 ,069 $ 1 ,459,135,558 10

[1] 50/50 weighting of Original Cost and Reconstructed Cost.

Rate Base.xls B-1 Orig Cost& RCND RB



SCHEDULE B-1
Sheet 2 of 2

SOUTHWEST GAS CORPORATION

ARIZONA

RECORDED RATE BASE, AS ADJUSTED

FOR THE TWELVE MONTHS ENDED APRIL 30, 2007

Line
No. Description

(a)

Recorded
at 04/30/07

(b)

Adjustments

(C)

Adjusted
at 04/30/07

(d)

Line
No.

1
2
3

Rate Base
Gas Plant in Service

Direct
System Allocable

Total Gross Plant

$

$

1,956,244,952 $
93,253,492

2,049,498,445 $

2,97e,115 $
1,373,330
4,349,445 $

1 ,959,221 ,067
94,626,822

2,053,847,890

1
2
3

4
5

$ 692,096,947 $
60,178,616

0$
0

692,096,947
60,178,616

4
5

6

Accumulated Provision for
Depreciation and Amortization

Dif°€ct
System Allocable

Total Accumulated Provision for
Depreciation and Amortization 6

7 Net Plant in Service [1]

$

$

752,275,563 $

1,297,222,881 s

0  $

4,349,445 $

752,275,563

1 ,301 ,5`/2,326 7

8
g

10
11
12

Other Rate Base Items
Working Capital [2]
Customer Advances [3]
Customer Deposits [3]
Deferred Taxes [3]

Total Other Rate Base Items

$ 5,681 ,932 $
(37,910,017)
(31 ,921 ,898)

(142,632,297)
(206,782,280) $

0 $
0
0
0
0 $

5,681 ,932
(37,910,017)
(31 ,921 ,898)

(142,632,297)
(205,782,280)

8
9

10
11
12

13 Total Rate Base

$

$ 1,090,440,601 $ 4,349,445 $ 1 ,094,790,046 13

[1] Supporting Workpaper B-2
[2] Supporitng Schedule B-5
[3] Supporitng Schedule B-6

Rate Base.xls B-1 Adjusted RB
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SCHEDULE B-2
Sheet 2 of 3

SOUTHWEST GAS CORPORATION

ARIZONA
COMPLETED CONSTRUCTION NOT CLASSIFIED

ADJUSTMENT no. 17

Line
No. Description

(a)

Account
Number

(b)

Completed
Cost of

Plant [1 ]

(c)

Line
No.

374.0
376.0
378.0
385.0

$ 733,126
1 ,530,064

325,675
117,130

2,705,995

1
2
3
4
5

1
2
3
4
5

Distribution Plant
Land and Land Rights
Mains
Regulator Station
Industrial Measuring & Regulating Station

Total Distribution Plant $

6
7
8
9

General Plant
Structures and Improvements
Office Furniture and Equipment
Transportation Equipment

Total General Plant

390.1
391 .0
392.1

$ 27,443
215,492
27,184

270,120

8
7
8
9

10 Total Arizona

$

$ 2,976,115 10

Exoianation
To record direct Arizona non-revenue producing plant completed but not yet
classified to plant-in-service accounts.

[1] Supporting Workpapers B-2, Adj. 17

Deficiency.xls CCNC



SCHEDULE B-2
Sheet 3 of 3

SOUTHWEST GAS CORPORATION

SYSTEM ALLOCABLE
COMPLETED CONSTRUCTION NOT CLASSIFIED

ADJUSTMENT no. 17

Line
No. Description

(a)

Account
Number

(b)

Completed
Cost of
Plant [11

(c)

Line
No.

1

2

Intangible Plant
Miscellaneous Intangible [1]

Total Intangible Plant

303.0 $
$

1 ,696,000
1 ,696,000

1

2

3
4
5
6

General Plant [2]
Structures and Improvements
Office Furniture & Equipment
Computer Equipment

Total General Plant

890.1
391.0
391 .1

$ 265,254
28,258

432,587
726,099

3
4
5
6

7

$

$ 7

8 8

9

Total System Allocable

Arizona 4-Factor [3]

Amount Allocated to Arizona $

2,422,099

56.70%

1 ,373,330 9

Explanation
To record System Allocable plant completed but not yet classified to
plant-in-service accounts and adjust Miscellaneous Intangible consistent
with prior Commission decisions.

[1] Adjustment to Miscellaneous Intangible Plant detailed on WP B-2, Adj. 17
[2] Supporting Workpapers B-2, Adj. 17
[3] Supporting Schedule C-1, Sh 17

Deficiency.xls CCNC
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SCHEDULE B-4
Sheet 1 of 34

SOUTHWEST GAS CORPDRATION
TOTAL AluzonA

RCN COST OF GAS PLANT IN SERVICE AS OF APRIL 30, 2007

Line

No.

Year
Installed

(a)

Account 374.1 &374.2 . Land and Land Rights
Original Cost H - W Ratio To
Total Arizona Index Current Index

(b) (C) (d)

RCN
Total Arizona

(e)

Line
no .

1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

$ 1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
L00
1.00
1.00
1.00

$ 0
0
0
0
0
0
0
0
0
0

112
14
0

160
0
2
0
0

952
139
101
667
183
124
104
121
116
138

9,892
75

164
178
896

2,944
2,322

849
1,145

664
896

4,059
20,184
18,376
11,259
16,606
29,634
8,619

15,469
13,306
12,233
5,998
3,835

69,501
21,828
13,467
5,304

387,575
20,552
6,770
3,206
3,127

0
0
0

4,750
6,025

0
0

130,099
1,767

0
39,620
15,864
36,423
12,148

104,102
78,132

270,953
0

1,415,749

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

25

2 7

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

4 3

44

45

46

47

48

49

50

51

52

53

54

55

56

57

SB

59

60

61

62

63

64

65

66

67

68

69

70

71

72

73

74

75

76

77

78

79

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79 Total s

0
0
0
0
0
0
0
0
o
0

112
14
0

160
0
2
0
0

952
139
101
667
183
124
104
121
116
138

9,892
75
164
178
896

2,944
2,322
849

1,145
664
896

4,059
20,184
18,376
11,259
16,606
29,634
8,619
15,469
13,306
12,233
5,998
3,835
69,501
21,828
13,467
5,304

387,575
20,552
8,770
3,266
3,127

0
0
0

4,750
6,025

0
0

130,099
1,767

0
39,620
15,864
36,423
12,14a

104,102
78,132
270,953

0
1,415,749 $



SCHEDULE B-4
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SOUTHWEST GAS CORPORATION
TOTAL ARIZONA

RCN cost OF GAS PLANT IN SERVICE AS OF APRIL 30, 2007

Line
No.

Year
Installed

(a)

Account 375 - Structures and Improvements
Original Cost H - W Ratio To
Total Arizona Index Current Index

(b) (C) (d)

RCN
Total Arizona

(2 )

Ume
No.

$ 19.42
21.71
23.06
21.71
19.42
20.50
19.42
18.45
18.45
18.45
18.45
16.77
16.04
16.04
15.38
15.38
13.67
11.53
10.25

$1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

19
17
16
17
19
18
19
20
20
20
20
22
23
23
24
24
27
32
36
37
39
42
44
44
46
48
52
55
57
58
59
58
59
60
61
64
65
67
71
75
79
87
93

100
118
133
138
148
161
177
194
204
207
215
224
226
231
232
233
232
237
233
238
250
261
265
176
282
285
287
295
303
310
320
342
355
364
369

9.97
9.46
8.79
8.39
8.39
8.02
7.69
7.10
6.71
6.47
6.36
6.25
6.36
6.25
6.15
6.05
5.77
5.68
5.51
5.20
4.92
4.67
4.24
3.97
3.69
3.13
2.77
2.67
2.49
2.29
2.08
1.90
1.81
1.78
1.72
1.65
1.63
1.60
1.59
1.58
1.59
1.56
1.58
1.55
1.48
1.41
1.39
2.10
1.31
1.29
1.29
1.25
1.22
1.19
1.15
1.08
1.04
1.01
1.00

0
0
0
0
0
0
0

3,616
1,734

30,609
6,882

46,906
0
0
0

83,621
27,777
10,319
51,137
64,217
82,529

186,453
13,156
36,228
21,053

7,375
34,194

0
0
0
0
0
0
0
0

2,273
0
0
0
0
0
0
0

87,575
25,422

0
0

1,088
1,543

0
0
0
0
0
0
0
0
0
0
0

3,zz7
3,212

0
0
0

s,s04
0
0
0
0
0
0
0
0
0
0
0
0

837,650

1
2
3
4
s
6
7
8
g

10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
3 1
32
33
34
35
36
37
38
39
40
4 1
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
7 1
72
73
74
75
76
77
78
79

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
3 1
32
33
34
35
36
37
38
39
40
4 1
42
43
44
45
45
47
48
49
50
51
52
53
54
55
56
S7
58
59
60
6 1
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79 Total $

0
0
0
0
0
0
0

196
94

1,659
373

2,797
0
0
0

5,437
2,032
895

4,989
6,441
8,724
21,212
1,568
4,318
2,625
959

4,816
0
0
0
0
0
0
0
0

394
0
0
0
0
0
0
0

23,733
8,122

0
0

437
674
D
0
0
0
0
0
0
0
0
o
0

z,oss
2,033

0
0
o

3,960
0
0
0
0
0
0
0
o
0
0
0
0

110,556 s



SCHEDULE B-4
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SOUTHWEST GAS CORPORATION
TOTAL ARIZONA

RCN COST OF GAS PLANT IN SERVICE AS OF APRIL 30, 2007

Line
n o .

Year
Installed

(a)

Original Cost
Total Arizona

(b)

Aazzount 376 -
H .  w
Index

(c)

Mains - Steel
Ratio To

Current Index

(d)

RCN
Total Arizona

(2)

Llne
No.

$ 29.21
30.83
30.83
32.65
30.83
29.21
30.83
27.75
27.75
27.75
27.75
27.75
26.43
26.43
26.43
25.23
23.13
20.56
17.90
16.82
15.86
15.00
14.23
13.54
12.61
12.07
11.56
10.67
10.28

$1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1965
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1995
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

19
LB
18
17
18
19
18
20
20
20
20
20
21
21
21
22
24
27
31
33
35
37
39
4 1
44
46
48
52
54
57
58
61
63
64
66
68
69
73
75
80
84
90
96

100
117
133
142
15s
171
187
200
219
239
246
251
245
233
241
25B
270
276
283
286
294
315
317
319
327
330
341
356
362
367
385
470
568
580
555

9.74
9.57
9.10
8.81
8.67
8.41
8.16
8.04
7.60
7.40
6.94
6.61
6.17
5.78
5.55
4.74
4.17
3.91
3.5B
3.25
2.97
2.78
2.53
2.32
2.26
2.21
2.27
2.38
2.30
2.15
2.06
2.01
1.96
1.94
1.89
1.76
1.75
1.74
1.70
1.68
1.63
1.56
1.53
1.51
1.44
1.18
0.98
0.96
1.00

3,221,483
79,202

0
0

84,567
247,818

771
518,148
585,997

7,076
6,882

1,389,748
759,757
975,320
521,966

1,885,993
42,605

6,994,039
15,982,266

9,983,259
14,078,097
11,626,125
11,175,346

7,754,859
9,014,738

35,738,691
15,011,4B1
14,272,843
22,626,496
22,627,267
19,271,013
18,806,897
17,731,200
14,191,975
17,466,914
16,663,781
13,994,794

8,777,035
5,960,796

11,421,762
6,864,273

12,762,374
19,652,977
14,929,322
14,267,784

5,659,424
2,763,662
4,493,530
4,330,723
3,487,095
4,407,376
7,959,934
3,893,832
5,646,732
8,060,951
4,941,736
7,033,436
7,800,689
5,123,650
7,658,823
6,649,723
9,133,592

11,209,464
9,878,238

11,900,337
15,268,927
12,420,842
12,145,550
11,884,953
11,567,978
15,236,810
19,845,200
21,731,070
19,621,035
28,982,047
26,730,505
22,788,280
13,791,193

784,023,074

1
2
3
4
5
6
7
8
9

10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
4 1
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
6 1
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
3 1
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
s4
55
56
57
58
59
60
6 1
62
63
64
65
66
67
68
69
70
7 1
72
73
74
75
76
77
78
79 Total $

110,287
2,569

0
0

2,743
s,4a4

25
18,672
21.117

255
248

50,001
z8,746
36,902
19,749
74,752
1,842

340,177
892,064
593,535
887,648
775,075
785,337
572,737
714,888

2,960,952
1,298,571
1,337,661
2,201,021
2,323,128
2,013,690
2,066,692
2,012,622
1,636,906
2,076,922
2,042,130
1,740,645
1,154,873
805,513

1,645,787
1,038,468
2,068,456
3,400,169
2,689,968
3,010,081
1,357,176
706,819

1,255,176
1,332,530
1,174,106
1,585,387
3,146,219
1,678,376
2,498,554
3,647,489
2,176,976
2,955,225
3,391,604
2,383,093
3,717,875
3,308,320
4,659,996
5,778,074
5,226,581
6,761,555
8,725,101
7,138,415
7,144,441
7,074,377
7,096,919
9,767,186

12,970,719
14,391,437
13,625,719
24,561,057
27,276,025
23,737,792
13,791,193

281,504,501 s



SCHEDULE B-4
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SOUTHWEST GAS CORPORATION
TOTAL ARIZONA

RCN cosT or wAs PLANT IN SERVICE AS OF APRIL 30, 2007

Year
Installed

(a)

Account 376 -
Original Cost H - W
Total Arizona Index

(b) (C)

Mains - Plastic
Ratio To

Current Index

(d)

RCN
Total Arizona

(2)

Line
No.

1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

$ 0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

71
72
73
74
76
79
81
84
87
92
96

100
112
130
137
147
158
174
193
209
224
232
236
235
238
245
256
273
281
288
290
297
302
305
313
319
324
329
336
344
350
ass
Asa
391
411
425

0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
5.99
5.90
5.82
5.74
5.59
5.38
5.25
5.06
4.89
4.62
4.43
4.25
3.79
3.27
3.10
2.89
2.69
2.44
2.20
2.03
1.90
1.83
1.80
1.81
1.79
1.73
1.66
1.56
1.51
1.48
1.47
1.43
1.41
1.39
L36
1.33
1.31
1.29
1.26
1.24
1.21
1.19
1.15
1.09
1.03
1.00

$ 0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

4,481,676
2,530,935
2,770,221
1,767,335
5,062,841
5,728,177
3,296,774
6,227,590
3,256,544
6,666,933
9,081,571
8,251,345
7,772,005
5,161,361
1,662,561
3,148,872
1,592,628
5,811,690
7,226,721
8,362,073
5,066,162
7,926,991

11,608,358
9,675,976

30,152,410
31,220,293
34,646,066
25,570,806
32,782,728
9,966,437

14,166,483
31,633,229
37,366,363
46,607,141
43,538,176
37,300,027
41,603,302
53,508,696
54,127,017
55,712,039
58,267,785
47,460,505
55,404,816
39,207,253
45,407,004
25,612,217

985,398,133

1
2
3
4
s
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
S1
52
S3
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

Ume
No.

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
4B
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
as
70
71
72
73
74
75
76
77
78
79 Total $

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

748,193
428,972
475,983
307,898
905,696

1,064,717
627,957

1,230,749
665,960

1,443,059
2,050,016
1,941,493
2,050,661
1,578,398
536,310

1,089,575
592,055

2,381,840
3,284,873
4,119,248
2,666,401
4,331,689
s,449,0a8
5,345,843

16,844,922
18,046,412
20,871,124
16,391,542
21,710,416
6,734,079
9,637,063

22,121,139
26,500,967
33,530,317
32,013,365
28,045,133
31,758,246
41,479,609
42,957,950
44,929,064
48,155,194
39,882,777
48,178,101
35,969,957
44,084,470
25,612,217

701,770,738 $
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Sheet 5 of 34

souTHwEst GAS CORPORATION
TOTAL ARIZONA

RCN COST OF GAS PLANT IN SERVICE AS OF APRIL 30, 2007

Line
no .

Year
Installed

(a)

Account 378
Original GOSt
Total Arizona

(b)

- Measuring and Regulating Equipment - Gen.
H - W Ratio To
Index Current Index

(c) (d)

RCN
Total Arizona

(e)

Un e
n o .

$ 20.58
20.58
21 .48
22.45
22.45
22.45
22.45
20 .58
20 .58
20 .58
19.00
19.00
19.00
19.00
19.00
19.00
17.03
14.53
13.35
12.67
12.35
11.23
10.98
10.74
1 0 .s 1
10.08

$1930
1 9 3 1
1932
1933
1934
1935
1936
1937
1938
1939
1940
1 9 4 1
1942
1943
1944
1945
1946
1947
1948
1949
1950
1 9 5 1
1952
1953
1954
1955
1956
1957
1958
1959
1960
1 9 6 1
1962
1963
1954
1965
1966
1967
1968
1959
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1 9 8 1
1982
1983
1984
1985
1986
1987
1988
1989
1990
1 9 9 1
1992
1993
1994
1995
1996
1997
1998
1999
2000
2 0 0 1
z0 0 2
2003
2004
2005
2006
2007

24
24
23
22
22
22
22
24
24
24
26
26
26
26
26
26
29
34
37
39
40
44
45
46
47
49
54
57
60
62
64
64
66
67
68
68
70
72
73
76
83
90
97

100
116
135
148
158
173
187
203
224
246
246
248
243
243
250
267
278
276
279
288
29B
310
313
323
332
335
342
352
358
363
365
422
480
494
494

9.15
8.67
8.23
7.97
7.72
7.72
7.48
7.37
7.26
7.26
7.06
6.86
6.77
6.50
5.95
5.49
5.09
4.94
4.26
3.66
3.34
3.13
2.86
2.64
2.43
2.21
2.01
2.01
1.99
2.03
2.03
1.98
1.85
1.78
1.79
1.77
1.72
1.66
1.59
1.58
1.53
1.49
1.47
1.44
1.40
1.38
1.36
1.35
1.17
1.03
1.00
1.00

0
0
0
0
0
0

204
0
0
0
0
0
0
0
0
0

4,383
0
0
0
0
0
0
0
o
0

17,467
7,474

37,833
75,548

7,643
22,573
15,902
12,979
24,945
75,047

127,391
8,321

42,062
59,345
40,210

145,112
620,155

35,198
110,611

31,930
16,997

159,993
137,400

50,630
94,539
32,067

223,840
393,592
445,207

74,318
498,395
169,112
295,254
147,421
299,682
244,425

1,172,902
1,238,853
1,837,069
2,434,835
2,005,068
1,144,780
3,043,964
6,428,163
1,398,981
2,777,954
4,236,654
2,495,009
3,196,304
2,171,959
2,029,761
2,950,936

45,368,397

1
z
3
4
5
6
7
8
9

10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
4 1
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
6 1
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
2
3
4
s
6
7
8
9

10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
ZN
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
4 1
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
6 1
62
63
64
65
66
67
68
69
70
7 1
72
73
74
75
76
77
78
79 Total $

o
0
0
0
0
0
g
0
0
0
0
0
0
0
0
0

257
0
0
0
0
0
0
0
0
0

1,909
B62

4,597
9,479
990

2,924
2,125
1,761
3,438
10,337
18.044
1,213
6,213
9,130
6,758

26,432
121,838
7,125
25,965
8,724
5,089

51,116
48,042
19,178
38,905
14,510
111-363
195,817
223,722
36,610
245,515
85,410
159,597
82,821
167,420
138,093
681,920
746,297

1,155,389
1,541,035
1,310,502
768,309

2,070,724
4,464,002
999,272

2,013,010
3,115,187
1,848,155
2,731,884
2,108,698
2,029,751
2,950,936

32,428,418 $
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SOUTHWEST GAS coRpoRAnon
TOTAL ARIZONA

RCN cosT OF GAS PLANT IN SERVICE AS OF APRIL 30, 2007

Line
No.

Year
Installed

(2)

Account 380 - Services - Steel
Original Cost H - W Ratio To
Total Arizona Index Current Index

(b) (c) (d)

RCN
Total Arizona

(e)

Line
No.

$ 26.88
28.57
28.67
30.71
28.67
28.67
26.88
25.29
25.29
25.29
23.89
23.89
22.63
22.63
22.63
22.63
19.55
17.20
15.36
14.33
13.44
13.03
12.29
11.62
11.03
10.49

$1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

16
15
15
14
15
15
16
17
17
17
18
18
19
19
19
19
22
25
28
30
32
33
35
37
39
41
45
48
50
53
54
58
60
60
63
64
66
69
72
77
84
90
95

100
113
129
138
149
161
176
192
208
226
z3z
237
234
233
241
246
251
262
272
278
285
293
292
296
301
306
313
323
331
338
347
382
426
436
430

9.56
8.96
8.60
8.11
7.96
7.41
7.17
7.17
6.83
6.72
6.52
6.23
5.97
5.58
5.12
4.78
4.53
4.30
3.81
3.33
3.12
2.89
2.67
2.44
2.24
2.07
1.90
1.85
1.81
1.84
1.85
1.78
1.75
1.71
1.64
1.58
1.55
1.51
1.47
1.47
1.45
1.43
1.41
1.37
1.33
1.30
1.27
1.24
1.13
1.01
0.99
1.00

214,180
0

2,552
0

516
0

726
0

1,442
67,904
2,150

127,835
307,451
19,326

413,857
933,103

1,866,693
2,755,388
4,196,106
2,499,166
4,841,343
6,004,120
6,591,066
5,009,765
4,499,457

11,096,647
6,118,888
6,178,225
6,028,342
2,816,692

271,126
375,946
220,736
235,821
57,871

342,095
177,905
121,940
37,307
8,984

43,075
82,402

245,666
194,505
324,772
5B,601
79,076
51,291
9,473

344,230
609,587
560,428
53,890

852,785
422,058
78,204
58,850
26,145
47,247
25,938

232,119
194,117
425,897

1,795,496
841,688

1,250,532
701,507
8291666
958,220
583,410
535,949
535,023
549,712
482,578
524,815
271,457
452,257
144,339

89,961,807

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
SO
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79 Total $

7,968
0

89
o
18
0

27
0

57
2,685

90
5,351
13,586

854
18,288
41,233
95,483
160,197
273,184
174,401
350,219
460,792
536,295
431,133
407,929

1,057,831
640,051
689,534
700,970
347,311
34,061
50,735
30,786
32,890
8,473

50,907
27,286
19,573
6,249
1,610
8,413
17,739
54,231
45,257
85,242
17,598
25,345
21,208
3,548

141,078
272,137
270,738
28,363

466,371
233,187
42,502
31,816
14,688
26,998
15,753
141,535
122,859
274,772

1,189,070
572,577
850,702
483,798
580,186
686,681
425,847
403,721
411,556
432,844
389,176
464,438
268,769
466,936
144,339

16,819,665__ $



SCHEDULE B-4
Sheet 7 of 34

SOUTHWEST GAS CORPORATION
TOTAL ARIZONA

RCN COST OF GAS PLANT IN SERVICE AS OF APRIL 30, 2007

Llne
no.

Year
Installed

(a)

Original Cost
Total Arizona

(b)

Account 380 - Services - Plastic
H - w RatioTo
Index Current Index

(c) rd)

RCN
Total Arizona

(e)

Line
No.

1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1952
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

$ 0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

45
46
47
49
52
54
55
57
59
61
62
64
65
68
71
74
78
84
89
95

100
111
127
134
144
155
170
184
197
218
227
230
226
230
236
240
247
256
265
269
277
281
279
287
292
297
304
312
323
333
339
348
364
377
386

0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
8.58
8.39
8.21
7.88
7.42
7.15
6.89
6.77
6.54
6.33
6.23
6.03
5.94
5.68
5.44
5.22
4.95
4.60
4.34
4.06
3.86
3.48
3.04
2.88
2.68
2.49
2.27
2.10
1.96
1.77
1.70
1.68
1.71
1.68
1.64
1.61
1.56
1.51
1.46
1.43
1.39
1.37
1.38
1.34
1.32
1.30
1.27
1.24
1.20
1.16
1.14
1.11
1.06
1.02
1.00

$ 0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0

90,296
171,928
732,529
535,533

1,057,936
1,293,371
2,956,609
1,131,409
1,393,511
2,401,374
2,503,139
2,072,113
2,206,989
1,639,470
1,767,837
1,142,423

19,161
287,431
502,377

1,306,963
739,707

2,803,676
611,900
575,162
760,233
343,100

2,758,583
3,427,996
3,783,243
4,392,951

30,599,726
33,841,478
22,077,424
34,868,753
30,237,648
29,198,108
20,279,716
25,056,372
11,256,077
18,368,557
22,015,593
30,982,146
35,452,715
40,654,689
35,553,376
35,633,550
43,107,637
37,249,418
37,814,686
36,819,246
35,086,401
34,144,924
30,476,645
39,417,294
11,683,913

807,285,042

1
2
3
4
s
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
2 1
22
23
24
25
26
27
28
29
30
3 1
32
33
34
35
36
37
38
39
40
4 1
42
43
44
45
46
47
48
49
50
51
52
53
54
55
SO
57
58
59
60
6 1
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
z
3
4
5
6
7
8
9

10
1 1
12
13
14
15
15
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
45
47
48
49
50
51
52
53
54
55
55
57
58
59
60
6 1
62
63
64
65
66
67
68
69
70
7 1
72
73
74
75
76
77
78
79 Total $ _

0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

10,524
z0,492
89,224
67,961
142,579
180,891
429,116
167,121
213,075
379,364
401,788
343,634
371,547
288,639
324,970
218,855
3,871
62,485
115,755
321,912
191,634
805,654
201,283
199,709
283,669
137,791

1,215,235
1,632,379
1,930,226
2,481,893

17,999,839
20,143,737
12,910,774
20,755,210
1B,437,590
18,135,471
12,999,818
16,593,624
7,709,642

12,845,145
15,838,556
22,614,705
25,690,373
30,339,320
26,934,376
27,410,423
33,943,021
30,039,853
31,512,238
31,740,729
30,777,545
30,761,193
28,751,552
38,644,406
11,683,913

588,446,329 $
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SOUTHWEST As CORPORATION
TOTAL ARIZONA

RCN COST OF GAS PLANT IN SERVICE A5 OF APRIL 30, 2007

Line
No.

Year
Installed

(a)

Account 381 - Meters, Regulators, and Installations
Original Cost H . W Ratio To
Total Arlzona Index Current Index

(b) (c) (d)

RCN
Total Arizona

(e)

Line
No.

1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

$ 27
26
25
25
25
25
25
26
26
26
26
26
26
26
26
26
33
41
42
45
CB
55
55
55
55
56
63
66
71
71
71
73
79
79
79
79
B6
88
BB
89
94

100
100
100
111
128
131
136
139
143
149
158
158
146
147
158
166
165
170
177
185
190
192
191
189
190
192
19G
196
193
202
209
203
191
1B3
186
197
207

7.67
7.96
8.28
8.28
8.28
8.28
8.28
7.96
7.96
7.96
7.96
7.96
7.96
7.96
7.96
7.96
6.27
5.05
4.93
4.60
4.31
3.76
3.76
3.76
3.76
3.70
3.29
3.14
2.92
2.92
2.92
2.84
2.62
2.62
2.62
2.62
2.41
2.35
2.35
2.33
2.20
2.07
2.07
2.07
1.86
1.62
1.58
1.52
1.49
1.45
1.39
1.31
1.31
1.42
1.41
1.31
1.25
1.25
1.22
1.17
1.12
1.09
1.08
1.08
1.10
1.09
1.08
1.06
1.06
1.07
1.02
0.99
1.02
1.08
1.13
1.11
1.05
1.00

$ 508,7a9
37,364
18,423
16,063
95,651

118,197
143,103
281,927
159,518
112,833
162,766
262,584
207,454
136,498
123,324
151,192
312,697
658,096

1,028,763
867,371
693,414
775,041
737,092
904,351
554,450

2,037,860
846,356
476,260

1,553,835
546,043

2,169,624
819,1B1

1,403,421
1,265,680

295,937
820,115
352,600
211,676
750,200
285,963
546,191
959,960

1,409,496
1,478,756
1,579,936

519,325
598,073
691-229
313,770

1,196,987
2,007,476
1,718,383
1,879,633
5,600,724
3,896,653
4,711,754
2,198,948
2,387,230
4,810,533
4,934,371
3,799,330
4,654,849
2,804,095

332,394
9,064,616
6,776,926
6,474,063
6,230,040
6,884,747

10,764,466
9,004,824

10,002,948
11,957,539
14,205,239
19,408,001
17,881,089
40,261,769
19,831,069

266,189,134

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
Z3
24
25
26
27
2B
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
SO
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
S2
53
54
S5
56
57
58
SO
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79 Total $

66,335
4,694
2,225
1,940
11,552
14,275
17,283
35,418
20,040
14,175
20,448
32,988
25,052
17,148
15,493
18,994
49,872
130,316
208,674
188,559
150,885
205,128
196,035
240,519
147,460
550,773
257,251
151,675
535,560
187,001
743,022
288,444
535,657
483,084
112.953
313,021
146,307
90,075
106,468
122,731
248,264
463,749
680,916
714,375
849,428
320,571
378,527
454,756
210,584
825,508

1,444,227
1,311,743
1,434,834
3,944,172
2,763,584
3,596,759
1,759,158
1,909,784
3,943,060
4,217,411
3,392,259
4,270,504
2,596,384
307,772

8,240,560
6,217,363
5,994,503
5,877,396
6,495,044

10,060,249
8,828,259

10,103,988
11,723,077
13,152,999
17,175,222
15,109,089
38,344,542
19,831,069

226,663,229 $
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SOUTHWEST GAS CORPORATION
TOTAL ARIZONA

RCN cosT OF GAS PLANT IN SERVICE AS OF APRIL 30, 2007

Une
No.

year
Installed

(a)

Account 385 - Measuring and Regulating Equipment - Ind.
Original C0512 H .  w Ran lo To RCN
Total Arizona Index Current Index Total Arizona

(b) (C) (ii) (e)

Line
no .

$ 20.58
20.58
21.48
22.45
22.45
22.45
22.45
20.58
20.58
20.58
19.00
19.00
19.00
19.00
19.00
19.00
17.03
14.53
13.35
12.67
12.35
11.23
10.98
10.74
10.51
10.08

$1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

24
24
23
22
22
22
22
Z4
24
24
26
26
26
26
26
26
29
34
37
39
40
44
45
46
47
49
54
57
60
62
64
64
66
67
68
68
70
72
73
76
83
90
97

100
115
135
148
158
173
187
203
224
246
246
248
243
243
250
267
278
276
279
288
298
310
313
323
332
335
342
352
358
363
365
422
480
494
494

9.15
8.67
8.23
7.97
7.72
7.72
7.48
7.37
7.26
7.26
7.06
6.86
6.77
6.50
5.95
5.49
5.09
4.94
4.26
3.66
3.34
3.13
2.86
2.64
2.43
2.21
2.01
2.01
1.99
2.03
2.03
1.98
1.85
1.78
1.79
1.77
1.72
1.66
1.59
1.58
1.53
1.49
1.47
1.44
1.40
1.38
1.36
1.35
1.17
1.03
1.00
1.00

0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

400,601
0
0
0

111,425
159,503
439,709
281,051
151,309
51,194
49,083
84,324

305,232
225,519
282,725
345,877
727,257
127,257
317,328

28,631
303,642
160,976

93,801
108,377

60,611
235,312
392,000
520,498
743,866
927,571

1,008,852
750,514
283,963
434,403
492,718
562,058
390,214
393,223
350,639
106,977

12,408,240

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
Zs
26
27
28
29
30
31
32
33
34
35
36
37
i s
39
40
4 1
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
6 1
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
z
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
LB
19
20
2 1
22
23
24
25
26
27
28
29
3D
31
32
33
34
35
36
37
38
39
40
4 1
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
6 1
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
7g Total $

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

59,173
0
0
0

21,891
32,288
103,218
75,790
45,302
16,356
17,162
31,941
125,610
102.045
140,659
172,078
365,456
62,688
156,319
14,460
164,131
90,436
52,403
61,230
35,239
141,754
246,541
329,429
486,187
622,531
686.294
521,190
202,831
314,785
362,293
416,339
333,516
381,770
350,639
105,977

7,449,951 $
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SOUTHWEST GAS CORPORATION
TOTAL ARIZONA

RCN COST OF GAS PLANT IN SERVICE AS OF APRIL 30, 2007

ume
no.

Year
Installed

(a)

Account 3B7 - Other Dlstributlon Equipment

Original Cost H - W Ratlo To

Total Arizona Index Current Index

(b) (C) (d)

R C N

Total Arizona

(e)

U n a

No.

$ 20.58
20.58
21.48
22.45
22.45
22.45
22.45
20.58
20.58
20.58
19.00
19.00
19.00
19.00
19.00
19.00
17.03
14.53
13.35
12.67
12.35
11.23
10.98
10.74
10.51
10.08

$1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
19B6
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

24
24
23
22
22
22
22
24
24
24
26
26
26
26
26
25
29
34
37
39
40
44
45
46
47
49
54
57
60
62
64
64
66
67
68
68
70
72
73
76
83
90
97

100
116
13S
148
158
173
187
203
224
246
246
248
243
243
250
267
278
276
279
288
298
310
313
323
332
335
342
352
358
363
365
422
480
494
494

9.15
8.67
8.23
7.97
7.72
7.7z
7.48
7.37
7.26
7.26
7.06
6.86
6.77
6.50
5.95
5.49
5.09
4.94
4.26
3.66
3.34
3.13
2.86
2.64
2.43
2.21
2.01
2.01
1.99
2.03
2.03
1.98
1.85
1.78
1.79
1.77
1.72
1.66
1.59
1.58
1.53
1.49
1.47
1.44
1.40
1.38
1.36
1.35
1.17
1.03
1.00
1.00

0
0
0
0
0
0
0
0
0
o
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

9,582
o
0
0

93,108
83,104

196,007
510,900

0
25,221

91
60,719

2,245
0
0
0

342
931

0
0

387
0

2,989
0
0
0

1,416
0
0
0
0
0
0

987,042

1
2
3
4
s
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
4 1
42
43
44
45
46
47
48
49
50
51
52
SO
54
SS
SO
57
58
59
60
6 1
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
so
55
56
57
58
59
60
61
62
63
64
65
66
67
58
69
70
71
72
73
74
75
76
77
78
79 Total $

0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
D
0
0
0
0

2,618
0
0
0

35,268
34,199
88,691

254,179
0

12,674
45

29,911
1,134

0
0
0

193
541

0
0

245
0

2,006
0
0
0

1,026
0
0
0
0
0
0

462,730 $
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SOUTHWEST GAS CORPORATION
TOTAL ARIZONA

RCN COST OF GAS PLANT IN SERVICE AS OF APRIL 30, 2007

Line
No.

Year
Installed

(a)

Account 389 - Land and Land Rlghts
Driginal Cost H - W Ratio To
Total Arizona Index Current Index

(b) (C) (d)

RCN
Total Arizona

(e)

Une
no.

1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
19B0
1981
1982
1983
1984
1985
1986
1987
19B8
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
z000
2001
2002
2003
2004
2005
2006
2007

$ 1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00

$ 1

2

3

4

5

s

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

47

48

49

50

S I

52

53

S4

S5

56

57

58

59

60

61

62

63

64

65

66

67

68

69

70

71

72

73

74

75

76

77

78

79

1
2
3
4
5
6
7
8
9

10
11
12
x i
14
15
16
17
18
19
20
21
zz
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
4B
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79 Total $

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
D
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

27,505
0
0
0
0
0
0
0
D
0

573,337
0
0
o

792,870
B95,545
355,216

0
7,000

3,091,144
0
0
0
0
0
0
0

209,928
0

502,044
0
0
0
0
0
0
0

1,963,827
8418416 s

0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

27,505
0
0
0
0
0
0
0
0
0

573,337
0
0
0

792,870
895,545
355,216

0
7,000

3,091,144
0
0
0
0
0
0
0

209,928
0

502,044
0
0
0
0
0
0
0

1,963,827
_§L418,416
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SOUTHWEST GAS ODRPORATION
TOTAL ARIIONA

RCN COST OF GAS PLANT IN SERVICE AS OF APRIL to, 2007

Line
No.

Year
Installed

(a)

Account 390.1 - Structures and Improvement
Original Cost H - W Ratlo To
Total Arizona Index Current Index

(b) (C) (d)

RCN
Total Arizona

(e)

Llne
No.

1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
197B
1979
1980
1981
19B2
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
z001
2002
2003
2004
2005
2006
2007

$ 19
17
16
17
19
18
19
20
20
20
20
22
ZN
ZN
24
24
27
32
36
37
39
42
44
44
45
48
52
55
57
58
S9
58
59
60
61
64
65
67
71
75
79
87
93

100
118
133
138
148
161
177
194
204
207
215
224
226
231
232
233
232
237
233
238
250
261
265
176
282
285
287
295
303
310
320
342
355
364
369

19.42
21.71
23.06
21.71
19.42
20.50
19.42
18.45
18.45
15.45
18.45
16.77
16.04
16.04
15.38
15.38
13.67
11.53
10.25
9.97
9.46
6.79
8.39
0.39
8.02
7.69
7.10
6.71
6.47
6.36
6.25
6.36
6.25
6.15
6.05
5.77
5.68
5.51
5.20
4.92
4.67
4.24
3.97
3.69
3.13
2.77
2.67
2.49
2.29
2.08
1.90
1.81
1.78
1.72
1.65
1.63
1.60
1.59
1.58
1.59
1.56
1.58
1.55
1.48
1.41
1.39
2.10
1.31
1.29
1.29
1.25
1.22
1.19
1.15
1.08
1.04
1.01
1.00

$ 0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

61,170
10,546
18,730
78,696

0
830,843

6,497
o

9,963,853
69,962

0
0

4,028,513
2,750,830
1,636,907

107,494
8,322,991
5,122,800

263,256
1,324,969

299.220
146,409
360,622
668,089
398,874
463,029
617,564

1,406,884
974,971
216,429
400,675
301,537
488,598
7s,z37

140,777
314,145

41,871,917

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
Z2
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
SO
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79 Total $

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0

15,408
2,858
5,984
28,410

0
333,672
2,837

0
5,244,133

38,653
0
0

2,441,523
1,687,626
1,023,067

67,606
5,267,716
3,221,887
168,754
838,588
193,045
98,925
255,760
481,215
189,940
353,457
478,732

1,090,608
779,977
177,401
336,702
262,206
452,406
72,343
139,383
314,145

26,064,967 $
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SOUTHWEST GAS CORPORATION
TOTAL ARIZONA

RCN cosT OF GAS PLANT IN SERVICE As OF APRIL 30, 2007

Llne
no.

Year
Installed

(a)

Account390.2 LeaseholdStructuresand impruvvements
Original Cost H - W Ratio To
Total Arizona Index Current Index

(b) (c) (d)

RG!
Total Arizona

(e)

Line
No.

$ 19.42
21.71
23.06
21.71
19.42
20.50
19.42
18.45
18.45
18.45
18.45
16.77
16.04
16.04
15.38
15.38
13.57
11.53
10.25

$1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
195o
1951
1952
1953
1954
1955
1956
1957
1958
195g
1960
1961
1962
1963
1964
1965
1966
1967
1958
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

19
17
16
17
19
18
19
20
20
20
20
22
23
23
24
24
27
32
36
37
39
42
44
44
46
48
52
55
57
58
59
58
59
60
6 1
64
65
67
7 1
75
79
87
93

100
118
133
13s
148
161
177
194
204
207
215
224
226
231
232
233
232
237
233
238
250
261
265
176
282
285
287
295
303
310
320
342
355
364
369

9.97
9.46
8.79
8.39
8.39
8.02
7.69
7.10
6.71
6.47
6.36
6.25
6.36
6.25
6.15
6.05
5.77
5.68
5.51
5.20
4.92
4.67
4.24
3.97
3.69
3.13
2.77
2.67
2.49
2.29
2.08
1.90
1.81
1.78
1.72
1.65
1.63
1.60
1.59
1.58
1.59
1.56
1.58
1.55
1.48
1.41
1.39
2.10
1.31
1.29
1.29
1.25
1.22
1.19
1.15
1.08
1.04
1.01
1.00

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

39,701
13,348

0
0
0

113,127
45-187
48,763

0
138,702
190,194

0
0
0

131,741
15,479

0
13,474
12,338

156,988
71,011
18,338

287,399
72,131
6,484

11,669
2,085
4,108

0
1,392,267

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
z
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79 Total $

0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
o
0
0
0
0
0
0
0
0
0
0
0
0
0

19,087
7,025

0
0
0

sa,ss2
27,722
30,477

0
87,786

119,619
0
0
o

89,014
10,978

0
6,416
9,418

121,696
55,047
14,670

235,573
60,614
5,638

10,805
2,005
4,067

0
986,219 . $
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SOUTI'lWEST GAS CORPORATION
TOTAL ARIZONA

RCN COST OF GAS PLANT IN SERVICE AS OF APRIL to, zoom

Une
No.

Year
Installed

(a)

Amount 391
Orlglnal Cost
Total Arizona

(b)

Office Furniture and Equipment
H - w Ratio To
Index Current Index

(c ) (d )

RCN
Total Arizona

(e )

Une
No.

$ 28.18
28.18
28. 18
28.18
28.18
28.18
25.83
23.85
23.85
23.85
23.85
23.85
20.67
20.67
20.67
19.38
15.50
13.48
11.92
11.92
11.48
10.69
10.00

$1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

11
11
11
11
11
11
12
13
13
13
13
13
15
15
15
16
20
23
26
26
27
29
31
33
34
36
39
4 1
42
45
46
51
53
55
57
60
62
66
70
74
81
87
94

100
109
123
130
141
151
164
178
1B6
203
209
212
211
218
226
219
213
228
242
249
260
257
246
750
251
254
261
268
280
ZB9
293
298
303
305
310

9.39
9.12
8.61
7.95
7.56
7.38
6.B9
6.74
6.0B
5.85
5.64
5.44
5.17
5.00
4.70
4.43
4.19
3.83
3.56
3.30
3.10
2.84
2.52
2.3B
2.20
2.05
1.89
1.74
1.67
1.53
1.48
1.46
1.47
1.42
1.37
1.42
1.46
1.36
1.28
1.24
1.19
1.21
1.26
1.24
1.24
1.22
1.19
1.16
1.11
1.07
1.06
1.04
1.02
1.02
1.00

0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0

10,604
15,745

0
0

6,511
0
0
o
0
0
0
0

7,423
o
0

425,106
1,832

0
13,567
72,090

1,516,561
518,969

71,857
731,682
166,506

8,606
18,331
36,724
35,537
84,335

117,758
60,062

114,736
100,760
548,639
766,659
47,192

570,041
27,399

200,236
9,005

96,885
560,912

6,962,270

1
2
3
4
5
6
7
8
g

10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
4 1
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
4 1
42
43
44
45
46
47
48
49
50
5 1
52
53
54
5s
56
57
58
59
60
6 1
62
63
64
65
65
67
68
69
70
71
72
73
74
75
76
77
78
79 Total $

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

2,051
3,149

0
0

1,554
0
0
0
0
0
0
0

3,374
0
0

244,314
1,097

0
9,167
49,377

1,031,674
365,471
52,450
515,269
114,045
6,328
14,321
29,616
29,863
69,698
93,459
48,437
92,529
82,590
461,041
660,913
42,515
532,749
75,848
192,535
s,a2s

94,985
560,912

5,440,159 $
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SOUTHWEST GAS CORPORATION
TOTAL ARIZONA

RCN COST OF GAS PLANT IN SERVICE AS OF APRIL 30, 2007

Line
no.

Year
Installed

(B)

Account 391.1 - Computer Equipment
Original Cost H - w RatioTo
Total Arizona Index CurrentIndex

(b) (C) (d)

RCN
Total Arizona

(e)

Line
no.

$ 28.18
28.18
28.18
28.18
28.18
28.18
25.83
23.85
23.85
23.85
23.85
23.85
20.67
20.67
20.67
19.38
15.50
13.48
11.92
11.92
11.48
10.69
10.00

$1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

11
11
11
11
11
11
12
13
13
13
13
13
15
15
15
16
t o
23
26
26
27
29
31
33
34
36
39
4 1
42
45
46
51
53
55
57
60
62
66
70
74
81
87
94

100
109
123
130
141
151
164
178
186
203
209
z12
211
218
226
219
213
228
242
249
260
257
246
250
251
254
261
268
280
289
293
298
303
305
310

9.39
9.12
8.61
7.95
7.56
7.38
6.89
6.74
6.08
5.85
5.64
5.44
5.17
5.00
4.70
4.43
4.19
3.83
3.56
3.30
3.10
2.84
2.52
2.38
2.20
2.05
1.89
1.74
1.67
1.53
1.48
1.46
1.47
1.42
1.37
1.42
1.46
1.36
1.28
1.24
1.19
1.21
1.26
1.24
1.24
1.22
1.19
1.16
1.11
1.07
1.06
1.04
1.02
1.02
1.00

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79 Tata! $

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0

18,529
15,506
37,950
7,z01

26.325
16,218
33,827

126,939
385,839
187,887
933,310
869,595

3,109,193
2,278,730

516,819
8,563,368 $

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0

22,050
18,762
47,817

8,929
32,643
19,786
40,254

147,249
428,281
201,039
989,309
904,379

3,171,377
2,323,795

516,819
8,872,489
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SOUTHWEST GAS coRpoaAnon
TOTAL ARIZONA

RCN cosT OF GAS PLANT IN SERVICE AS OF APRIL 30, 2007

Line
No.

Year
In5[allgd

(a)

Account 392.1 - Transportation Equipment
Original Cost H - W Ratio To
Total Arizona Index Cun'ent Index

(b ) (c ) (d )

RCN
Total Arizona

(e)

Line
No.

$ 21.05
23.15
24.37
24.37
23.15
22.05
22.05
20.13
20.13
20.13
19.29
18.52
16.54
15.97
15.97
15.97
13.62
12.51
11.87
11.58
11.02
10.29
10.07

$1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
197s
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
19B9
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

22
20
19
19
20
2 1
21
23
23
23
24
25
28
29
29
29
34
37
39
40
42
45
46
49
49
51
55
59
62
64
65
67
67
68
70
71
73
76
80
84
88
93
95

100
117
141
153
164
178
197
222
246
263
269
273
276
280
286
295
281
298
320
316
324
331
333
336
351
380
385
389
390
395
401
414
439
457
463

9.45
9.45
9.08
8.42
7.85
7.47
7.23
7.12
6.91
6.91
6.81
6.61
6.52
6.34
6.09
5.79
5.51
5.26
4.98
4.87
4.63
3.96
3.28
3.03
2.82
2.60
2.35
2.09
1.88
1.76
1.72
1.70
1.68
1.65
1.62
1.57
1.65
1.55
1.45
1.47
1.43
1.40
1.39
1.38
1.32
1.22
1.20
1.19
1.19
1.17
1.15
1.12
1.05
1.01
1.00

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
4 1
42
43
44
45
46
47
48
49
50
5 1
52
53
54
55
56
S7
58
59
60
6 1
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
2
3
4
s
6
7
8
9

10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
3B
39
40
4 1
42
43
44
45
46
47
48
49
50
51
52
53
54
55
SO
57
58
59
60
6 1
62
63
64
65
66
67
68
69
70
7 1
72
73
74
75
76
77
78
79 Total $

0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

3,530
24,702

0
0

1,020
4,311
19,935
15,181
26,797
18,237
10,678
21,628
15,983
46,577
81,449
99,120
690,587
56,193
415,661

1,695,088
1,427,295
3,067,572
5,426,548
3,974,869
1,229,586
2,855,228
3,033,617
4,950,008
1,914,959

31,126,359 $

0
0
0
0
0
0
0
0
0
D
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

8,296
51,627

0
0

1,754
7,329
33,491
25,049
43,411
28,632
17,619
33,523
23,175
68,468
116,472
138,768
959,916
77,546

548,673
2,068,007
1,712,754
3,650,411
6,457,592
4,650,597
1,414,024
3,197,855
3,185,298
4,999,508
1,914,959

35,434,754
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SOUTHWEST GAS CORPORATION
TOTAL AluzonA

RCN COST OF GAS PLANT IN SERVICE As OF APRIL 30, 2007

Line
No.

Year
Installed

(a)

Account 393 - Stores Equipment
Original Cost H - W Ratio To
Total Arizona Index Current Index

(b) (c) (d)

RCN
Total Arizona

(e)

Line
no.

s 21.05
23.15
24.37
24.37
23.15
22.05
22.05
20. 13
20. 13
20.13
19.29
18-52
16.54
15.97
15.97
15.97
13.62
12.51
11.87
11.58
11.02
10.29
10.07

$1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
z007

22
20
19
19
20
21
21
23
23
23
24
25
28
29
29
29
34
37
39
40
42
4S
46
49
49
51
55
59
62
64
65
67
67
68
70
71
73
76
80
84
88
93
95
100
117
141
153
164
178
197
222
246
263
269
273
276
280
286
295
281
298
320
316
324
331
333
336
351
380
385
389
390
395
401
414
439
457
463

9.45
9.45
9.08
8.42
7.85
7.47
7.23
7.12
6.91
6.91
6.81
6.61
6.52
6.34
6.09
5.79
5.51
5.26
4.98
4.87
4.63
3.96
3.28
3.03
2.82
2.60
2.35
2.09
1.88
1.76
1.72
1.70
1.68
1.65
1.62
1.57
1.65
1.55
1.45
1.47
1.43
1.40
1.39
1.38
1.32
1.22
1.20
1.19
1.19
1.17
1.15
1.12
1.05
1.01
1.00

0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

66,174
0
0

4,911
0

105,186
50,515
28,736
57,277
2,133

0
0
0

13,229
74,141

0
0

55,385
6,293

60,391
22,729
5,206
85,762

0
29,407
68,062
11,878

0
747,415

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
35
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79 Total $

0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
o
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0

31,562
0
0

2,855
0

62,611
30,615
17,738
3s,48z
1,293

0
0
0

9,251
52,958

0
0

41,958
5,158
50,326
19,100
4,375
73,301

0
26.256
64,821
11,760

0
542,520 $
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souTHw£s1 GAS CORPORATION
'toTAL ARIZONA

RCN COST OF GAS PLANT IN SERVICE AS OF APRIL 30, 2007

Line
no.

Year
Installed

(a)

Account 394
Orlglnal Cost
Total Arizona

(b)

- Tools, Shop and Garage Equipment
H . W Roda TO
Index Current Index

(c) (d)

RCN
Total Arizona

(e)

Line
No.

s 21.05
23.15
24.37
24.37
23.15
22.05
22.05
20.13
20.13
z0.13
19.29
18.52
16.54
15.97
15.97
15.97
13.62
12.51
11.87
11.58
11.02
10.29
10.07

$1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1955
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

22
20
19
19
20
21
21
23
23
23
24
25
28
29
29
29
34
37
39
40
42
45
46
49
49
51
55
59
62
64
65
67
67
68
70
7 1
73
76
80
84
88
93
95

100
117
141
153
164
178
197
222
246
263
269
273
276
280
286
295
281
298
320
316
324
331
333
336
351
3B0
3B5
389
390
395
401
414
439
457
463

9.45
9.45
9.08
8.42
7.85
7.47
7.23
7.12
6.91
6.91
6.81
6.61
6.52
6.34
6.09
5.79
5.51
5.26
4.98
4.87
4.63
3.96
3.28
3.03
2.82
2.60
2.35
2.09
1.8B
1.76
1.72
1.70
1.6B
1.65
1.62
1.57
1.65
1.55
1.45
1.47
1.43
1.40
1.39
1.38
1.32
1.22
1.20
1.19
1.19
1.17
1.15
1.12
1.05
1.01
1.00

0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

115,345
44,627
61,364

4,169
38,745
28,577

445,381
49,329

121,628
373,524

27,167
36,295

105-183
125,640
99,583

476,324
64,442

104,738
597,009
323,611
426,902
289,045
445,018
154,590
564,884
696,011
501,518
183,727

6,504,376

1
2
3
4
5
6
7
a
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
3 1
32
33
34
35
36
37
38
39
40
4 1
42
43
44
45
46
47
48
49
50
51
52
53
S4
55
56
57
58
59
60
6 1
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
2
3
4
S
6
7
8
9

10
1 1
12
13
14
15
16
17
18
19
20
2 1
zz
23
24
25
26
27
28
29
30
3 1
32
33
34
35
36
37
38
39
40
4 1
42
43
44
45
46
47
48
49
so
51
52
53
54
SS
SO
57
58
59
60
6 1
62
63
64
65
66
67
68
69
70
7 1
72
73
74
75
76
77
78
7g Total s

0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

55-189
23,73a
34,866
2,424

22,791
17,010

269/928
30,450
77,470
226,378
17,527
25,031
71,553
87,ae0
71,131

342,679
46,697
79,347
489,352
269,676
358,741
242,895
380,357
134,426
504,361
662,868
496,552
183,727

5,225,024 $
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SOUTHWEST GAS CORPORATION
TOTAL ARIZONA

RCN cosT OF GAS PLANT IN SERVICE AS OF APRIL 30, 2007

Line
No.

Year
Installed

(a)

Account 395 - Laboratory Equipment
Original Cost H - W Ratio To
Total Arizona Index Current Index

(b) (C) (d)

RCN
Total Arlzona

(e )

Line
No.

s 28.18
28.1a
2B.18
28.18
28.18
28.18
25.83
23.85
23.85
23.85
23.85
23.85
20.67
20.67
20.67
19.38
15.50
13.48
11.92
11.92
11.48
10.69
10.00

$1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

11
11
11
1 1
1 1
1 1
12
13
13
13
13
13
15
15
15
16
20
23
26
26
27
29
3 1
33
34
36
39
4 1
42
45
46
51
53
55
57
60
62
66
70
74
81
87
94

100
109
123
130
141
151
164
178
186
203
209
212
211
218
226
219
213
228
242
249
260
257
246
250
251
254
261
268
280
289
293
298
303
305
310

9.39
9.12
8.61
7.95
7.56
7.38
6.89
6.74
6.08
5.85
5.64
5.44
5.17
5.00
4.70
4.43
4.19
3.83
3.56
3.30
3.10
2.84
2.52
2.3a
2.20
2.05
1.89
1.74
1.67
1.53
1.48
1.46
1.47
1.42
1.37
1.42
1.46
1.36
1.28
1.24
1.19
1.21
1.26
1.24
1.24
1.22
1.19
1.16
1.11
1.07
1.06
1.04
1.02
1.02
1.00

1
2
3
4
5
6
7
8
9

10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
4 1
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
4 1
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
6 1
62
63
64
65
66
67
68
69
70
7 1
72
73
74
75
76
77
78
79 Total $

0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
D
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

2,960
0
0

1,176
35,045
11,623
10,818

0
3,633

145,052
0
0

59,897
1,553
4,842

0
2,466

0
279,065 $

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

4,o2s
0
0

1,399
42,404
14,545
13,414

0
4,432

172,612
0
0

64,090
1,646
5,o36

0
2,515

0
3264219
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SOUTHWEST GAS CORPORATION
TOTAL AR12QNA

RCN COST OF GAS PLANT IN SERVICE AS OF APRIL 30, 2007

Une
No.

Year
Installed

(a)

Account 396 - Power Operated Equipment
Original Cost H - W Ratio To
Total Arizona Index Current Index

(b) (C) (d)

RCN
Total Arlzona

(e)

Line
No.

$ 21.05
23.15
24.37
24.37
23.15
22.05
22.05
20.13
20.13
20.13
19.29
18.52
16.54
15.97
15.97
15.97
13.62
12.51
11.87
11.58
11.02
10.29
10.07

$1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

22
z0
19
19
20
21
21
23
23
23
24
25
28
29
29
29
34
37
39
40
42
45
46
49
49
51
55
59
62
64
65
67
67
68
70
7 1
73
76
80
84
88
93
95

100
117
141
153
164
178
197
222
246
263
269
273
276
280
286
295
281
298
320
316
324
331
333
336
351
380
385
389
390
395
401
414
439
4s7
463

9.45
9.45
9.08
8.42
7.85
7.47
7.23
7.12
6.91
6.91
6.81
6.61
6.52
6.34
6.09
5.79
5.51
5.26
4.98
4.87
4.63
3.96
3.28
3.03
2.82
2.60
2.35
2.09
1.88
1.76
1.72
1.70
1.68
1.65
1.62
1.57
1.65
1.55
1.45
1.47
1.43
1.40
1.39
1.38
1.32
1.22
1.20
1.19
1.19
1.17
1.15
1.12
1.05
1.01
1.00

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
4 1
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
6 1
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
2 1
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
4 1
42
43
44
45
46
47
4a
49
50
51
52
53
54
55
56
57
58
59
60
6 1
62
63
64
65
66
67
68
69
70
7 1
72
73
74
75
76
77
78
79 Total $

0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
o
0
0
o
o
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

8,127
2,846

0
0

842
65,772
3,072
32,514
10,232
10,046
28,315

0
81,471
9,053
52,469

908,327
106,996
99,210
25,800
286,456
160,970
194,797
298,640
145,971
91,305
291,462
455,586
542,423
396,593

4,309,295 $

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

19,098
5,948

0
0

1,448
111,812

5,161
53,648
16,576
15,772
46,720

0
118,133
13,308
75,031

1,271,658
148,724
136,910
34,0se
349,476
193,164
231,808
355,382
170,786
105,001
326,437
478,365
547,847
396,593

5,228,862
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SOUTHWEST GAS CORPORATION
TOTAL ARIZONA

RCN cosT OF GAS PLANT IN SERVICE AS OF APRIL 30, 2007

Llne
No.

Year
Installed

(a)

Amount 397.1 - Communication Equipment
Original Cost H - W Ratio To
Total Arizona Index Current Index

(b) (C) (d)

RCN
Total Arizona

(e)

Ume
No.

$ 23.33
23.33
23.33
23.33
23.33
23.33
23.33
20.59
20.59
20.59
20.59
19.44
18.42
18.42
18.42
18.42
16.67
14.58
13.46
12.50
11.67
11.29
10.61
10.29

$1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
19~6
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
200s
2006
2007

15
15
15
15
15
15
15
17
17
17
17
i s
19
19
19
19
21
24
26
28
30
31
33
34
36
37
39
41
42
45
46
49
S1
52
54
57
58
62
64
69
78
88
95

100
109
122
131
142
151
160
170
185
206
218
220
214
215
216
215
214
220
225
232
236
239
247
254
257
265
275
285
299
309
318
327
337
345
350

9.72
9.46
8.97
8.54
8.33
7.78
7.61
7.14
6.86
6.73
6.48
6.14
6.03
5.65
5.47
5.07
4.49
3.98
3.68
3.50
3.21
2.87
2.67
2.46
2.32
2.19
2.06
1.89
1.70
1.61
1.59
1.64
1.63
1.62
1.63
1.64
1.59
1.56
1.51
1.48
1.46
1.42
1.38
1.36
1.32
1.27
1.23
1.17
1.13
1.10
1.07
1.04
1.01
1.00

0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0

5,963
0
0

1z,593
0
0
0
0
0
0
0
0
0

10,475
0

438,106
81,741

100,790
35,730
64,131

0
3,343

10,674
54,303

359,357
148,843
39/603

340,058
259,522
623,423
142,047
11,897

0
35,739
84,650
26,797
58,289

514,903
3,472,977

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
ZN
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79 Total $

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

1,328
0
D

3,598
0
0
o
o
0
0
0
0
0

6,506
0

267,138
50,148
62,216
21,920
39,104

0
2,143
7,069

36,691
246,135
104,819
28,698
250,043
204,183
490,804
115,485
10,168

0
32,490
79,112
25,766
57,712

514,903
2,658,259 $
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SOUTHWEST GAS CORPORATION
TOTAL ARIZONA

RCN cost OF GAS PLANT IN SERVICE AS OF APRIL 30, 2007

Line
No.

Year
Installed

(a)

Account 397.2 - Telemetering Equipment
Original Cost H - W Ratio To
Total Arizona Index Current Index

(b) (c) <d>

RCN
Total Arizona

(e )

Une
no.

$ 23.33
23.33
23.33
23.33
23.33
23.33
23.33
20.59
20.59
20.59
20.59
19.44
18.42
18.42
18.42
18.42
16.67
14.58
13.46
12.50
11.67
11.29
10.61
10.29

$1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1955
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
z001
2002
2003
2004
2005
2006
2007

15
15
15
15
15
15
15
17
17
17
17
18
19
19
19
19
21
24
26
28
30
31
33
34
36
37
39
4 1
42
45
46
49
51
52
54
57
58
62
64
69
78
88
95

100
109
122
131
142
151
160
170
185
206
218
220
214
215
216
215
214
220
225
232
236
239
247
254
257
265
275
285
299
309
318
327
337
345
350

9.72
9.46
8.97
8.54
8.33
7.78
7.61
7.14
6.86
6.73
6.48
6.14
6.03
5.65
5.47
5.07
4.49
3.98
3.6B
3.50
3.21
2.B7
2.67
2.46
2.32
2.19
2.06
1.89
1.70
1.61
1.59
1.64
1.63
1.62
1.63
1.64
1.59
1.56
1.51
1.48
1.46
1.42
1.38
1.36
1.32
1.27
1.23
1.17
1.13
1.10
1.07
1.04
1.01
1.00

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0

31,435
0
0
0

7,965
4,854

39,597
184,763

z3,15s
0
0

12,531
45,410

0
0
0

s,z42
556,297

0
0

912,249

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
15
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
4 1
42
43
44
45
46
47
48
49
50
51
52
S3
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
2
3
4
5
6
7
8
9

10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
3 1
32
33
34
35
36
37
38
39
t o
4 1
42
43
44
45
46
47
48
49
50
51
52
53
54
SS
56
57
58
59
60
6 1
62
63
64
65
66
67
68
69
70
7 1
72
73
74
75
76
77
78
7g Total $

0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
D
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

19,285
0
o
0

5,275
3,280
27,121
130,115
16,779

0
0

9,867
36,919

0
o
0

5,834
534,901

0
0

789,376 $
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SOUTHWEST GAS CORPORATION
TOTAL ARIZONA

RCN COST or GAS l>LAn1 IN SERVICE AS OF APRIL 30, 2007

Line
No.

Year
Installed

(a)

Account 398 - Miscellaneous Equipment
Original Cost H - W Ratio To
Total Arizona Index Current Index

(b) (C) (d)

RCN
TotalArizona

(e)

Line
No.

$ 23.33
23.33
23.33
23.33
23.33
23.33
23.33
20.59
20.59
20.59
20.59
19.44
18.42
18.42
18.42
18.42
16.67
14.58
13.46
12.50
11.67
11.29
10.61
10.29

s1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
195B
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

15
15
15
15
15
15
15
17
17
17
17
18
19
19
19
19
21
24
26
28
30
31
33
34
36
37
39
4 1
42
45
46
49
51
52
54
57
58
s z
64
69
78
88
95

100
109
122
131
142
151
160
170
185
206
218
220
214
215
216
z15
214
220
225
232
236
239
247
254
257
265
275
285
299
309
318
327
337
345
350

9.72
9.46
8.97
8.54
8.33
7.78
7.61
7.14
6.86
6.73
6.48
6.14
6.03
5.65
5.47
5.07
4.49
3.98
3.68
3.50
3.21
2.87
2.67
2.46
2.32
2.19
2.06
1.89
1.70
1.61
1.59
1.64
1.63
1.62
1.63
1.64
1.59
1.56
1.51
1.48
1.46
1.42
1.38
1.36
1.32
1.27
1.23
1.17
1.13
1.10
1.07
1.04
1.01
1.00

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

5,829
0
0

11,695
0

7,529
66,454

9,805
0
0

1,689
9,212

61,379
11,805

5,493
5,479

22,004
8,254

0
26,033
35,653
17,073
12,566
11,420
20,692
27,372

424,974
45,900
67,211
12,937
31,650
95,996
41,156
40,050

1,137,320

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
3 1
32
33
34
35
36
37
38
39
40
4 1
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
6 1
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
2
3
4
5
6
7
8
g

10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
3 1
32
33
34
35
36
37
38
39
40
4 1
42
43
44
45
46
47
48
49
50
5 1
s o
53
54
55
56
57
58
59
60
6 1
62
63
64
65
66
67
68
69
70
7 1
72
73
74
75
76
77
78
79 Total $

0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

1,815
0
0

4,754
0

3,438
32,264
5,188

0
0

1,052
5,617
37,656
7,287
3,370
3,341
13,839
5,291

0
17,590
24,420
1z,023
9,106
8,397
15,576
21,553
345,507
39,231
59,479
11,761
29,579
92,304
40,749
40,050
892,348 $
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Southwest Gas Corporation
system Allocable Plant

RCND Cost of Gas Plant In Service at April so, 2007

Une
no.

Year
Installed

(a)

Account 389 - Land and Land Rights
Original H - W Ratio To

Cost Index Current Index
(b) (C) (d)

RCN
Cost
(e)

Llne
No.

1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
19B1
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

$ 1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1

1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00

$ 0
0
0
0
o
0
o
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0

248,909
0
0
0

142,398
0
0
0
0
0
0
0
0
0
0
0
0
0
0

391,307

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
S4
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
SO
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79 Total s

0
0
0
0
0
0
o
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

248,909
0
0
0

142,398
0
0
0
0
0
0
0
0
0
0
0
0
0
o

391,307 $
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Southwest Gas Corporatlon
System Allocable Plant

RCND Cost of Gas Plant In Service at April 30, 2007

Une
No.

Year
Installed

(a)

Account 390
Original

Cost

(b)

- General Plant Structures
H - W Ratio To
Index Current Index

(C) (d)

RCN
Cost

(e)

Line
No.

$ 19.42
21.71
23.06
21.71
19.42
20.50
19.42
18.45
18.45
18.45
18.45
16.77
16.04
16.04
15.38
15.38
13.67
11.53
10.25

$1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
19~0
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

19
17
16
17
19
18
19
20
20
20
20
22
23
23
24
24
27
32
36
37
39
42
44
44
46
48
52
55
57
58
59
58
59
60
61
64
65
67
71
7S
79
87
93

100
118
133
138
148
161
177
194
204
207
215
224
226
231
232
233
232
237
233
238
250
261
265
176
2a2
285
287
295
303
310
320
342
355
364
369

9.97
9.46
0.79
8.39
8.39
8.02
7.69
7.10
6.71
6.47
5.36
6.25
6.36
6.25
6.15
6.05
5.77
5.68
5.51
5.20
4.92
4.67
4.24
3.97
3.69
3.13
2.77
2.67
2.49
2.29
2.08
1.90
1.81
1.78
1.72
1.65
1.63
1.60
1.59
1.58
1.59
1.5G
1.58
1.55
1.48
1.41
1.39
2.10
1.31
1.29
1.29
1.25
1.22
1.19
1.15
1.0B
1.04
1.01
1.00

1
2
3
4
s
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
2
3
4
5
6
7
B
9

10
11
12
13
14
15
16
17
LB
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79 Total $

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0

2,627
115,704
42B,836
116,407
31,004
581,609

1,012,423
10,112,249

ss,563
59,392
15,661

225,214
43,645
32,181
78,075
50,000
257,451
127,886
364,071
133,508
69,752
190,103
757,550

2,466,847
259,307
330,840

_ 17,928,935 $

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0

4,676
199,011
707,579
189,743
49,734

924,758
1,599,628

16,078,476
103,838
93,839
24,275

333,317
61,539
44,732
163,853
65,500

332,112
164,973
455,089
162,880
83,005

218,618
818,154

2,565,521
261,900
330,840

26,037,590__
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Southwest Gas Corporation
System Allocable Plant

RCND Cost ad' Gas Plant In Service at April so, zoom

Line
no.

Year
Installed

(a)

Account 391 - Office Furniture and Equipment
Original! H - W Ratio To

Cost Index Current Index

(b) (C) (d)

RCN
Cost

(e)

$ 28.18
28.18
28. 18
28.18
28.18
28.18
25.83
23.85
23.85
23.85
23.85
23.85
20.67
20.67
20.67
19.38
15.50
13.48
11.92
11.92
11.48
10.69
10.00

$1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

11
11
11
11
11
11
12
13
13
13
13
13
15
15
15
16
20
23
26
26
27
29
31
33
34
36
39
41
42
45
46
51
53
55
57
60
62
65
70
74
81
87
94

100
109
123
130
141
151
164
178
186
203
209
212
211
218
226
219
213
228
242
249
260
257
246
250
zs
254
261
268
280
289
293
298
303
305
310

9.39
9.12
8.61
7.95
7.56
7.38
6.89
6.74
6.08
5.85
5.64
5.44
5.17
5.00
4.70
4.43
4.19
3.83
3.56
3.30
3.10
2.84
2.52
2.38
2.20
2.05
1.89
1.74
1.67
1.53
1.48
1.46
1.47
1.42
1.37
1.42
1.46
1.36
1.28
1.24
1.19
1.21
1.26
1.24
1.24
1.22
1.19
1.16
1.11
1.07
1.06
1.04
1.02
1.02
1.00

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
o
o
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0

2,797
0

2,440
0

40,381
6,194

70,389
170,030
13,718

349,829
332,743
156,108
190,907
46,170

137,944
70,784

121,311
74,933

944,477
217,914
344,444
40,769

393,602
647,430
223,353
182,619
282,337
847,791
442,809
232,042
152,513

1,412,805
2,478,907

10,630,576

1
z
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
z
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
S0
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79 Total $

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

1,110
0

1,109
0

21,369
3,s60
42-149
111,131
9,269

239,609
226,356
109,935
139,348
32,514
94,482
52,047
94,774
60,430
793,678
180,094
273,368
32,878
317,421
530,680
187,692
157,430
254,358
792,328
417,820
223,117
149,523

1,385,103
2,478,907
9,413,589 $

ume
No.



SCHEDULE B-4
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Southwest Gas Corporation
System Allocable Plant

RCND COSt of Gas plant In Service at April 30, 2oo7

Line
No.

Year
Installed

(21)

Account 391.1 - Computer Equipment
Original H - W Ratio To

Cost Index Current Index

(b) (c) (U)

RCN
COSt

(e)

Une
No.

$ 28.18
28.18
28.18
28.18
28.18
28.18
25.83
23.85
23.B5
23.B5
23.85
23.85
20.67
20.67
20.67
19.38
15.50
13.48
11.92
11.92
11.48
10.69
10.00

$19~ 0
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943

1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

1 1
1 1
1 1
1 1
1 1
1 1
1 2
1 3
1 3
1 3
1 3
1 3
1 5
1 5
1 5
1 6
2 0
2 3
26
2 6
27
2 9
3 1
3 3
34
3 6
3 9
4 1
4 2
4 5
4 6
5 1
5 3
55
57
6 0
6 2
6 6
7 0
74
8 1
87
94

100
109
123
130
1 4 1
1 5 1
164
178
186
203
209
212
2 1 1
218
226
219
213
228
242
249
260
257
246
250
251
254
261
268
280
289
293
298
303
305
310

9.39
9.12
8 .61
7.95
7.56
7.38
6 .8 9
6 .7 4
6.08
5.85
5 .6 4
5.44
5.17
5.00
4 .7 0
4 .4 3
4 .1 9
3.83
3.56
3 .3 0
3.10
2 .8 4
2.52
2.38
2.20
2.05
1.89
1 .74
1.67
1.53
1 .48
1.46
1.47
1 .42
1.37
1 .42
1.46
1 .36
1 .28
1.24
1.19
1.21
1.25
1.24
1 .24
1 .22
1 .19
1 .16
1.11
1.07
1 .06
1.04
1 .02
1 .02
1.00

1
z
3
4
5
6
7
8
9

1 0
1 1
1 2
1 3
14
1 5
1 6
17
1 8
1 9
2 0
2 1
2 2
2 3
24
2 5
2 6
2 7
2 8
2 9
3 0
3 1
3 2
3 3
34
3 5
3 6
37
3 8
3 9
4 0
4 1
4 2
4 3
4 4
4 5
4 6
47
4 8
4 9
5 0
5 1
5 2
5 3
s 4
55
5 6
57
5 8
5 9
6 0
6 1
6 2
6 3
64
6 5
6 6
67
6 8
6 9
7 0
7 1
7 2
7 3
74
7 5
7 6
77
7 8
7 9

1
2
3
4
5
6
7
8
9

1 0
1 1
1 2
1 3
14
1 5
1 6
17
1 8
1 9
2 0
2 1
2 2
2 3
24
2 5
2 6
27
2 8
2 9
3 0
3 1
3 2
33
34
3 5
3 5
37
3 8
3 9
4 0
4 1
4 2
4 3
4 4
4 5
4 6
47
4 8
4 9
5 0
5 1
5 2
5 3
54
a s
5 5
57
5 8
5 9
6 0
6 1
6 2
6 3
64
6 5
6 6
67
6 8
6 9
70
7 1
7 2
7 3
74
75
7 6
77
7 8
7 9 Total

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

1s,so9
20,788

0
13,289

0
4,711

142,408
8,266

1,557,156
970,663
656,937
238,253

1,704,416
420,553
926,702

1,669,071
991,003
496,647

1,942,958
2,424,573
154,932

14,358,835 $

0
0
0
0
0
0
0
0
o
o
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

21,247
29,519

0
18,073

0
5,a42

169,466
10.002

1,962,017
1,203,622
814,602
z90,s69

2,028,255
487,841

1,028,639
1,785,906
1,050,463
516,513

1,981,817
2,473,064
154,932

16,032,489



SCHEDULE B-4
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Southwest Gas Corporation
System Allocable plant

RCND Cost of Gas plant In Service at April so, 2007

Line
No.

Year
Installed

(a)

Account 39211 - Transportation
Original H - W

Cost Index

(b) (C)

Equip. - Light Vehicles
Ratio To

Current Index

(d)

RCN
Cost

(e)

Ume
No.

1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

s 2 2
2 0
1 9
1 9
2 0
2 1
2 1
2 3
2 3
2 3
24
25
2 8
2 9
2 9
2 9
34
37
3 9
4 0
4 2
4 5
4 6
4 9
4 9
5 1
55
5 9
6 2
64
6 5
67
67
6 8
7 0
7 1
73
7 6
8 0
84
8 8
9 3
9 5

100
117
1 4 1
153
164
1 7 8
1 9 7
222
246
263
269
273
276
280
286
295
281
298
320
316
324
3 3 1
333
336
351
380
385
389
390
395
401
414
439
4 5 7
463

21.05
23.15
24.37
24.37
23.15
22.05
22.05
20.13
20.13
20.13
19.29
18.52
16.54
15.97
15.97
15.97
13.62
12.51
11.87
11.58
11.02
10.29
10.07

9.45
9.45
9 . 08
8.42
7.85
7 .47
7.23
7 .1 2
6 .91
6 .91
6.81
6 . 61
6 . 52
6.34
6.09
5.79
5.51
5.26
4 .9 8
4 .87
4.63
3.95
3.28
3.03
2.82
2.60
2.35
2.09
1.88
1.76
1.72
1.70
1.68
1.65
1.62
1.57
1.65
1.55
1.45
1.47
1.43
1.40
1.39
1.38
1.32
1.22
1.20
1.19
1.19
1.17
1.15
1.12
1.05
1 . 01
1.00

$ 0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
D
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0

106,167
51,213
79,974

1 s 4 , 2 5 s
116,970
210,084
567,987
207,164
365,498
785,220
546,387
554,384
170,559

3,925,862

1
2
3
4
5
6
7
8
g

1 0
1 1
1 2
1 3
14
1 5
1 6
1 7
1 8
1 9
2 0
2 1
2 2
2 3
24
25
26
27
2 8
2 9
3 0
3 1
3 2
3 3
34
35
3 6
37
3 8
3 9
4 0
4 1
4 2
4 3
44
4 5
4 6
4 7
4 8
4 9
5 0
5 1
5 2
5 3
54
55
5 6
57
5 8
5 9
6 0
6 1
6 2
6 3
64
6 5
6 6
67
6 8
6 9
7 0
7 1
7 2
7 3
74
7 5
7 6
77
7 8
7 9

1
z
3
4
5
6
7
B
g

1 0
1 1
1 2
1 3
14
1 5
1 6
17
1 8
1 9
2 0
2 1
2 2
2 3
24
2 5
2 6
27
2 8
2 9
3 0
3 1
3 2
3 3
34
35
3 6
37
3 8
3 9
4 0
4 1
4 2
4 3
4 4
4 5
4 6
47
4 8
4 9
5 0
S 1
5 2
5 3
54
5 5
5 6
57
5 8
5 9
6 0
6 1
6 2
6 3

6 4
6 5
6 6
6 7
6 8
6 9
7 0
7 1
7 2
7 3
74
7 5
7 6
77
7 8
7 9 Total s

0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
o
0
0
0
0
0
0
0
0

76,379
37,111
60,586
134,635
97,475
176,541
477,300
177,063
317,824
701,089
szo,369
548,895
170,559

3,495/826 $
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Southwest Gas Corpolation
System Allocable Plant

RCND cos: Of Gas Plant In Service at April 30, 2007

Llne
No.

Year
Installed

(a)

Account 392.12 - Transportation Equip Heat Vehicles
Original H - W Ratio To

Cost Index CurrentIndex

(b) (C) (d)

RCN
Cost

(2)

Un e
No.

$ 21.05
23.15
24.37
24.37
23.15
22.05
22.05
20. 13
20.13
20.13
19.29
18.52
16.54
15.97
15.97
15.97
13.62
12.51
11.87
11.5a
11.02
10.29
10.07

$1930
1931
1932
1933
1934
1935
1936
1937
193B
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1951
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
197B
1979
1980
19B1
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

2 2
2 0
1 9
1 9
2 0
2 1
2 1
2 3
2 3
2 3
24
25
2 8
2 9
2 9
2 9
34
37
3 9
4 0
4 2
4 5
4 6
4 9
4 9
5 1
S 5
5 9
6 2
64
6 5
67
67
6 8
7 0
7 1
7 3
7 6
8 0
84
8 8
9 3
9 5

100
117
1 4 1
153
1 6 4
1 7 8
197
222
246
263
269
273
276
280
286
295
281
298
320
316
324
3 3 1
333
336
351
380
385
389
390
395
4 0 1
4 1 4
4 3 9
4 5 7
4 6 3

9.45
9.45
9 . 00
8.42
7.85
7.47
7.23
7.12
6 . 91
6 . 91
6.81
6 .61
6 .5 2
6 .3 4
6 .0 9
5.79
5.51
5.26
4 .9 8
4 .87
4.63
3 .9 6
3 .2 8
3.03
2.82
2.60
2.35
2.09
1.88
1.76
1 .72
1.70
1 . 68
1.65
1.62
1.57
1.65
1.55
1.45
1.47
1.43
1.40
1.39
1 . 38
1 . 32
1 . 22
1 . 20
1.19
1.19
1.17
1.15
1.12
1.05
1 . 01
1.00

0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

44 ,792
57,909

0
0
0
0
0
0

102,701

1
2
3
4
5
6
7
8
g

1 0
1 1
1 2
1 3
14
1 5
1 6
17
1 8
1 9
2 0
2 1
2 2
2 3
24
2 5
2 6
27
2 8
2 9
3 0
3 1
3 2
3 3
34
3 5
3 6
37
3 8
3 9
4 0
4 1
4 2
4 3
44
4 5
4 6
4 7
4 8
4 9
5 0
5 1
5 2
5 3
54
5 5
5 6
57
5 8
5 9
6 0
6 1
5 2
6 3
6 4
6 5
6 6
6 7
6 8
6 9
7 0
7 1
7 2
7 3
74
7 5
7 6
77
7 8
7 9

1
2
3
4
s
6
7
B
g

ID
1 1
1 2
1 3
14
1 5
1 6
17
1 8
1 9
2 0
2 1
2 2
2 3
24
2 5
2 6
27
2 8
2 9
30
3 1
3 2
3 3
34
3 5
3 6
37
3 8
3 9
4 0
4 1
4 2
4 3
44
4 5
4 6
47
4 8
4 9
5 0
5 1
5 2
5 3
54
5 5
5 6
57
5 8
5 9
6 0
6 1
6 2
6 3
64
6 5
6 6
6 7
6 8
6 9
7 0
7 1
7 2
7 3
74
7 5
7 6
77
7 8
7 9 Total $

0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o

37,640
48,663

0
0
0
0
0
0

86,303 $
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Southwest Gas Corporation
System Allocable Plant

RCND cast of Gas Plant In Service at April 30, 2007

Line
No.

Year
Installed

(a)

Account 393 - Stores Equipment
Original H - W Ratio To
Cost Index Current Index

(b) (c) (Ii)

RCN
Cost

(e)

Line
No.

$ 21.05
23.15
24.37
24.37
23.15
22.05
22.05
z0.13
20.13
20.13
19.29
18-52
16.54
15.97
15.97
15.97
13.62
12.51
11.87
11.58
11.02
10.29
10.07

s1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
199a
1999
2000
2001
2002
2003
2004
2005
2006
2007

22
20
19
19
20
21
21
23
73
23
24
25
zs
29
29
29
34
37
39
40
42
45
46
49
49
51
55
59
62
64
65
67
67
68
70
71
73
76
80
84
BB
93
95

100
117
141
153
164
178
197
222
246
263
269
273
276
280
286
295
zed
298
320
316
324
331
333
335
351
380
385
3B9
390
395
401
414
439
457
463

9.45
9.45
9.0a
8.42
7.85
7.47
7.23
7.12
6.91
6.91
6.81
6.61
6.52
6.34
6.09
5.79
5.51
5.26
4.98
4.87
4.63
3.96
3.28
3.03
2.82
2.60
2.35
2.09
1.88
1.76
1.72
1.70
1.68
1.65
1.62
1.57
1.65
1.55
1.45
1.47
1.43
1.40
1.39
1.38
1.32
1.22
1.20
1.19
1.19
1.17
1.15
1.12
1.05
1.01
1.00

0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
D
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

16,753
0
0

9,051
0
0
0
0

6,z49
o
0
0
0
0
0
0
0

4,679
0
0
0
0
0

36,732

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
2
3
4
s
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
S0
S1
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79 Total $

0
D
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
D
0
0

9,972
o
0

5,765
0
0
0
0

4,370
0
0
0
0
0
0
0
o

3,999
o
0
0
0
0

24,106 s
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Southwest Gas Corporation
System Allocable plant

RCND Cost of Gas plant In Service at April 30, 2007

Line
No.

Year
Installed

(a)

Account 394
Original

COSt

(b)

- Tools, Shop, and Garage Equipment
H - W Ratio To
Index Current Index

(C) (d)

RCN
Cost

(e)

Line
No.

1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
19~6
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

$ 2 2
2 0
1 9
1 9
2 0
2 1
2 1
ZN
2 3
2 3
24
2 5
2 8
2 9
2 9
2 9
34
37
3 9
4 0
4 2
4 5
4 6
4 9
4 9
5 1
5 5
5 9
6 2
64
6 5
6 7
6 7
6 8
7 0
7 1
7 3
7 6
8 0
84
8 8
9 3
9 5

100
117
1 4 1
153
1 6 4
1 7 8
197
222
246
263
269
273
276
280
286
295
2 8 1
298
320
316
3 2 4
331
333
3 3 6
3 5 1
380
385
389
390
395
4 0 1
4 1 4
4 3 9
4 5 7
4 6 3

21.05
23.15
24.37
24.37
23.15
22.05
22.05
20.13
20.13
20.13
19.29
1B.52
16.54
15.97
15.97
15.97
13.62
12.51
11.87
11.58
11.02
10.29
10.07

9.45
9.45
9 .0 8
8.42
7.85
7.47
7 .2 3
7.12
6 .91
6 .91
6 .81
6 .61
6 .5 2
6 .3 4
6 .0 9
5.79
5 .51
5.26
4 .9 8
4.B7
4 .6 3
3.96
3.28
3.03
2.82
2.60
2.35
2.09
1 .88
1.76
1 .72
1.70
1.68
1.65
1 .62
1.57
1.65
1.55
1.45
1.47
1 .43
1 .40
1.39
1 .38
1 .32
1 .22
1.20
1 .19
1 .19
1.17
1.15
1 .12
1.05
1.01
1 .00

s 0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
D
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

5,066
0

2,751
0
0

27,864
15,484
29,781

8,649
9,940

0
0

25,672
19,440
43,747

3 , s 47
22,669
37,810
zs ,0s 7
5,063

0
285,650

1
2
3
4
5
6
7
8
g

1 0
1 1
1 2
1 3
14
1 5
1 6
17
1 8
1 9
2 0
2 1
2 2
2 3
24
2 5
2 6
27
2 8
2 9
3 0
3 1
3 2
3 3
34
35
3 6
37
3 8
3 9
4 0
4 1
4 2
4 3
44
4 5
4 6
47
4 8
4 9
5 0
5 1
5 2
5 3
54
5 5
5 6
57
5 8
5 9
6 0
6 1
6 2
6 3
64
6 5
6 6
67
6 8
6 9
7 0
7 1
7 2
7 3
74
7 5
7 6
77
7 8
7 9

1
2
3
4
5
6
7
8
9

1 0
1 1
1 2
1 3
14
1 5
1 6
1 7
1 8
1 9
2 0
2 1
2 2
2 3
ZN
2 5
2 5
27
2 8
2 9
3 0
3 1
3 2
33
34
3 5
3 6
37
3 8
3 9
4 0
4 1
4 2
4 3
4 4
4S
4 6
4 7
4 8
4 9
5 0
5 1
52
5 3
54
55
5 6
57
5 8
5 9
6 0
6 1
6 2
6 3
64
6 5
6 6
67
6 8
5 9
7 0
7 1
72
7 3
74
7 5
7 6
77
7B
7 9 Total s

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
D
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

3,127
0

1,667
0
0

18,955
10,828
21,272
s,222
7,203

0
0

21,393
16,336
36,762
3,117
19,712
33,759
26,730
5,013

0
232,096 $
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Southwest Gas Corporation
System Allo be Plant

RCND cost Nr Gas Plant In Service at April to, 2007

Line
No.

Year
Installed

(3)

Account 395 - Laboratory Equipment
Original H - W Ratio To

Cost Index Current Index

(b) (C) (d)

RCN
Cos t

(e )

Line
No.

1930
1 9 3 1
1932
1933
1934
1935
1936
1937
1938
1939
1940
1 9 4 1
1942
1943
1944
1945
1946
1947
1948
1949
1950
1 9 5 1
1952
1953
1954
1955
1956
1957
1958
1959
1960
1 9 6 1
1962
1963
1964
1965
1966
1967
1968
1969
1970
1 9 7 1
1972
1973
1974
1975
1976
1977
1978
1979
1980
1 9 8 1
1982
1983
1984
1985
1986
1987
1988
1989
1990
1 9 9 1
1992
1993
1994
1995
1996
1997
1998
1999
2000
2 0 0 1
z0 0 2
2003
2004
2005
2006
2007

$ 1 1
1 1
1 1
1 1
1 1
1 1
12
13
13
13
13
13
15
15
15
16
2 0
23
2 6
ZN
2 7
29
3 1
3 3
3 4
3 6
3 9
4 1
4 2
4 5
4 6
5 1
5 3
5 5
5 7
6 0
6 2
6 6
7 0
7 4
8 1
8 7
9 4

1 0 0
109
123
130
1 4 1
1 5 1
164
178
186
203
209
212
2 1 1
218
226
219
213
228
242
249
260
257
246
250
2 5 1
254
2 6 1
268
280
289
293
298
303
305
310

28.18
28 .18
28 .18
28.18
28. 18
28 .18
25 .83
23.85
23.85
23.85
13.85
23.85
20 .67
20 .67
20 .67
19.38
15.50
13.48
11.92
11.92
11.48
10.69
10.00

9 .3 9
9.12
8 .6 1
7.95
7 .5 6
7.38
6 .8 9
6 .7 4
6 .0 8
5.85
5.64
5.44
5.17
5.00
4.70
4 .4 3
4 .1 9
3.83
3 .5 6
3 .3 0
3.10
2.84
2.52
2.38
2 .2 0
2.05
1 .89
1 .74
1.67
1.53
1 .48
1 .48
1 .47
1 .42
1 .37
1 .42
1.46
1 .36
1.28
1.24
1.19
1 .2 1
1 .26
1 .24
1 .24
1 .22
1.19
1 .16
1 .1 1
1 .07
1.06
1 .04
1 .02
1 .02
1 .00

$ 0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

23,615
0
0
0

4 ,039
0

7s ,184
15,666
65,460

1 ,691
19,342

2 ,888
7,586
3 ,377

0
0
0
0
0

50,2s 7
0

16,368
45,532

0
9,858

343,873

1
2
3
4
5
6
7
8
9

10
1 1
1 2
13
1 4
15
16
17
18
1 9
2 0
2 1
2 2
2 3
2 4
2 5
2 6
2 7
2 8
2 9
3 0
3 1
3 2
3 3
3 4
3 5
3 6
3 7
3 8
3 9
4 0
4 1
4 2
4 3
4 4
4 5
4 6
4 7
4 8
4 9
5 0
5 1
5 2
5 3
S 4
5 5
5 6
5 7
5 8
5 9
6 0
6 1
6 2
6 3
6 4
6 5
6 6
6 7
6 8
6 9
7 0
7 1
7 2
7 3
7 4
75
7 6
7 7
7 8
7 9

1
2
3
4
5
6
7
8
9

10
1 1
12
13
14
15
16
17
18
19
z 0
2 1
2 2
2 3
2 4
25
2 6
2 7
2 8
2 9
3 0
3 1
3 2
3 3
3 4
3 5
3 6
3 7
3 8
3 9
p a
4 1
4 2
4 3
4 4
4 5
4 6
4 7
4 8
4 9
s o
5 1
5 2
5 3
S 4
5 5
5 6
5 7
5 8
5 9
6 0
6 1
6 2
6 3
6 4
6 5
6 6
6 7
6 8
6 9
7 0
7 1
7 2
7 3
7 4
7 5
7 6
7 7
7 8
7 9 Tata! $

0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
o
0
0
0
0
o
0
0
0
0
0

15,956
0
0
0

2,948
0

53,551
11,519
51,141
1,364

16,254
z,3e7
6,021
2,723

0
0
0
0
0

46,969
0

1s,738
44,639

0
9,a6a

zs1,078

an

$
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Southwest Gas Corporation
System Allocable Plant

RCND cost of Gas Plant In Service at April 30, 2007

Llne
no.

Year
Installed

(H)

Account 397 - Communication Equipment
Origlnal H .. W Ratio To
Cost Index Current Index

(b) (c) (d)

RCN
Cost

(e)

Line
No.

$ 23.33
23.33
23.33
23.33
23.33
23.33
23.33
20.59
20.59
20.59
20.59
19.44
18.42
18.42
18.42
18.42
16.67
14.58
13.46
12.50
11.67
11.29
10.61
10.29

$1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1954
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

15
15
15
15
15
15
15
17
17
17
17
18
19
19
19
19
21
24
26
28
30
31
33
34
36
37
39
4 1
42
45
45
49
51
52
54
57
58
62
64
69
78
88
95

100
109
122
131
142
151
160
170
185
205
21B
220
214
215
216
215
214
220
225
232
236
239
247
254
257
265
275
285
299
309
318
327
337
345
350

9.72
9.46
8.97
8.54
8.33
7.78
7.61
7.14
6.86
6.73
6.48
6. 14
6.03
5.65
5.47
5.07
4.49
3.98
3.68
3.50
3.21
2.87
2.67
2.46
2.32
2.19
2.06
1.89
1.70
1.61
1.59
1.64
1.63
1.62
1.63
1.64
1.59
1.55
1.51
1.48
1.46
1.42
1.38
1.36
1.32
1.27
1.23
1.17
1.13
1.10
1.07
1.04
1.01
1.00

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
D
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
D
0
0
0
0
0
0
0
0
0
0

3,339
0
0

176,356
0
0
0
0

1s,oz2
734,627
1s3,2a3

2,539,890
313,653
663,4a7
78,306

553,509
132,779
671,514
316,626
61,484

457,142
42,200

312,512
7,225,729

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
15
17
LB
19
20
21
zz
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
SO
57
SB
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
Z7
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
55
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79 Total $

0
0
0
0
0
0
0
0
0
0
0
0
D
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
g
0
0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
0

2,036
0
0

108,194
0
0
0
0

10,150
503,169
107,946

1,840,500
230,627
502,642

61,658
450,007
113,486
594,260
287,842

57,462
439/560

41,782
312,512

51663,833 s
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Southwest Gas Corporation
System Allowable Plant

RCND Cost of Gas Plant In Sewlce at April to, 2oo7

Line
no .

Year
Installed

(H)

Amount 39B - Miscellaneous Equipment
Original H - W Ratio To

Cost Index Current Index

(b) (C) (d)

RCN
Cost

(e)

Line
No.

$ 23.33
23.33
23.33
23.33
23.33
23.33
23.33
20.59
20.59
20.59
20.59
19.44
18.42
18.42
18.42
18.42
16.67
14.58
13.46
12.50
11.67
11.29
10.61
10.29

$1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

1 5
1 5
1 5
1 5
1 5
1 5
1 5
17
17
17
17
1 8
1 9
1 9
1 9
1 9
2 1
24
2 6
2.8
3D
3 1
3 3
34
3 5
37
3 9
4 1
4 2
4 5
4 6
4 9
5 1
5 2
54
57
SO
6 2
64
6 9
7 8
8 8
9 5

w e
109
1 2 2
1 3 1
1 4 2
1 5 1
1 6 0
170
185
206
218
220
214
215
216
215
214
220
225
232
235
239
247
254
2 5 7
265
275
285
299
309
318
327
337
345
350

9 .7 2
9.46
8 .97
8 .5 4
8 .3 3
7.78
7.61
7.14
6.86
6.73
6.48
6.14
6 . 03
5.65
5.47
5.07
4 . 49
3 . 98
3 . 68
3.50
3 .21
2 .87
2.67
2.46
2 . 32
2.19
2.06
1.89
1 .70
1.61
1 .59
1.64
1.63
1 . 62
1 . 63
1.64
1 . 59
1.56
1.51
1 .48
1.46
1 .42
1.38
1.36
1 .32
1.27
1 .23
1.17
1 . 13
1 . 10
1.07
1.04
1 . 01
1 . 00

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

4,586
29,514

0
11 ,783
45 ,951

0
21,594

3,625
52,470
27 ,981

9,960
9,030

0
0

8,696
6 , s 7z

13,095
30,178

0
21,824
99,297
26,150
69 ,092

147,289
258,837

35 ,428
42,399
9B,542

0
1,073,993

1
z
3
4
5
6
7
B
g

1 0
1 1
1 2
1 3
14
1 5
1 6
17
1 8
1 9
2 0
2 1
2 2
2 3
24
25
2 6
27
2 8
2 9
3 0
3 1
3 2
3 3
34
3 5
3 6
37
3 8
3 9
4 0
4 1
4 2
4 3
4 4
4 5
4 6
4 7
4 8
4 9
5 0
5 1
5 2
5 3
54
5 5
5 6
57
S 8
5 9
6 0
6 1
6 2
6 3
64
6 5
6 6
67
6 8
6 9
7 0
7 1
7 2
7 3
74
7 5
76
77
7 8
7 9

1
2
3
4
5
6
7
a
9

1 0
1 1
1 2
1 3
14
1 5
1 6
17
1 8
1 9
2 0
2 1
2 2
2 3
24
2 5
2 6
27
2 8
2 9
3 0
3 1
3 2
3 3
34
3 5
3 6
37
3 8
3 9
4 0
4 1
4 2
4 3
4 4
4 5
4 6
47
4 8
4 9
5 0
5 1
5 2
5 3
54
55
5 6
57
5 8
5 9
6 0
6 1
6 2
6 3
64
6 5
6 6
67
a s
6 9
7D
7 1
7 2
7 3
74
75
7 6
77
7 8
7 9 Total $

0
0
0
0
0
0
0
0
0
o
0
0
0
0
0
0
0
0
0
D
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

2,094
14,327

0
6,931
2s,s4x

0
13,167
2,224

32,389
17,166
6,073
5,679

0
0

s,87s
4,570
9,222
21,868

o
16,533
78,187
21,260
59,053
130,344
235,306
33,110
40,768
97,566

0
882,254 $



SCHEDULE B-5
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SOUTHWEST GAS CORPORATION
ARIZONA

SUMMARY OF WORKING CAPITAL ALLOWANCE
FOR THE TWELVE MONTHS ENDED APRIL 30, 2007

Line
No. Description

(a)

Reference

(b)

Balance

(<=)

Line
No .

B-5, sh 2 $

B-5, sh 3

B-5, sh 4

1

2

3

4

1

2

3

4

Cash Working Capital

Materials and Supplies

Prepayments

Total Working Capital $

(10,379,937)

12,389,898

3,671 ,971

5,681,932
B-1, sh 1

Rate Base.xls B-5 Summ Wrk Cap Allow



SCHEDULE B-5
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SOUTHWEST GAS CORPORATION
ARIZONA

LEAD-LAG STUDY
FOR THE TWELVE MONTHS ENDED APRIL 30, 2007

Line
No. Description [11

(a)
Cos t

(b)

Lag Days

(C)
Dollar Days

(d)

Line
No.

1
2
3
4

Cost of Gas [2]
Labor Cost
Provision for Uncollected Accounts
Other O & M Expenses

$ 540,064,385
117,038,570

2,977,729
54,826,860

42.30
12.33

120.00
8.40

22,842,405,297
1 ,443,650,156

357,327,523
460,689,209

1
2
3
4

5 Total O & M Expenses $ 714,907,545 35.12 25,104,072,186 5

6
7
8

Interest
Taxes Other Than Income Taxes
Income Taxes-Current

48,035,008
33,124,880
21,699,571

84.65
185.34

37.00

4,066,302,142
6,139,365,177

802,884,115

6
7
8

9 $ 817,767,003 44.16 36,112,623,619 9

10 365 10

11 $ 2,240,458 11

12 39.53 12

13

Total Operating Expenses

Number of Days in Test Period

Average Daily Operating Expense

Lag in Receipt of Revenue

Net Difference Revenue-Expense Lag (4.63) 13

14 Cash Working Capital $ (10,379,937)

B-5, sh 1

14

[1] Supporting Workpapers B-5.
[2] Gas costs adjusted for present volumes and rates to synchronize with gas cost adjustment.

Summary of 2007 Lead-Lag.xls B-5 Lead-Lag Study



SCHEDULE B-5
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SOUTHWEST GAS CORPORATION
ARIZONA

MATERIALS AND SUPPLIES
FOR THE THIRTEEN MONTHS ENDED APRIL 30, 2007

Line
No. Description

(a)

154
(b)

Account Number [11
155 163
(c) (d)

System
Allocable

(e)

Total
Materials and

Supplies

(f)

Line
No.

1
2
3
4
5
e
7
8
9

10
11
12
13

April 2006
May
June
July
August
September
October
November
December
January 2007
February
March
April

$ 10,597,125 $
11 ,983,908
11 ,689,534
11 ,770,954
11 ,445,271
11 ,495,118
12,297,156
12,188,899
11 ,943,342
11 ,734,137
10,991 ,050
12,320,228
11 ,644,649

32,492 $
33,770
34,098
36,340
39,575
36,003
37,707
34,120
32,556
33,185
34,695
32,740
32,332

279,910 $
271 ,892
182,004
170,741
292,884
546,932
712,071
828,671

1,063,757
914,604

1,082,310
1 ,363,463
1 ,009,492

(15,105) $
(15,266)
(15,364)
(15,553)
(15,638)
(15,730)
(15,751)
(13,992)
(14,070)
(15,954)
(16,071)
(16,207)
(16,343)

10,894,422
12,274,304
11 ,890,271
11 ,962,482
11 ,762,092
12,062,323
13,031 ,182
13,037,698
13,025,585
12,665,971
12,091 ,985
13,700,223
12,670,131

1
2
3
4
5
6
7
8
g

10
11
12
13

14 Thirteen Month Total $ 152,101,370 $ 449,613 $ 8,718,730 $ (201,044) $ 161,068,668 14

15 Thirteen Month Average$ 11,700,105 $ 34,586 $ 670,672 $ (15,465) $ 12,389,898

B-5, Sh 1
Note:
System Allocable includes common inventory accounts for 154, 155 and 163 after 4-Factor allocation
on Supporting Schedule C-1, Sh 17 of 56.70%.

15

[1] Source: Company Records

Rate Base.xls B-5 Materials & Supplies



SCHEDULE B-5
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SOUTHWEST GAS CORPORATION
ARIZONA

PREPAYMENTS
FOR THE THIRTEEN MONTHS ENDED APRIL 30, 2007

Line
No. Description

(a)

Balance 11]

(b)
4-Factor [2]

(c)
Allocation

(d)

Line
No.

1
2
3
4
5
6
7
8
g

10
11
12
13

April 2006
May
June
July
August
September
Cctober
November
December
January 2007
February
March
April

s 5,367,019
4,571 ,452
3,756,402
5,219,958
9,299,535
8,623,454
7,836,438
6,430,014
9,144,710
8,343,687
7,723,320
6,044,664
5,600,962

1
2
3
4
5
6
7
8
9

10
11
12
13

14 Thirteen Month Total 87,961 ,615 14

15 13 Month Average

$

$ 6,766,278 15

16

17

Deferred Taxes

Net of Deferred Tax $

(290,138)

6,476,140 56.70% $ 3,671 ,971
B-5, sh 1

16

17

[1] Eligible Prepayments - Account 165. Supporting Workpapers B-5
[2] Supporting Schedule C-1, Sh 17

Rate Base.xls B-5 Prepayments



SCHEDULE B-6
Sheet 1 of 3

SOUTHWEST GAS CORPORATION
ARIZONA

CUSTOMER ADVANCES FOR CONSTRUCTION
FOR THE THIRTEEN MONTHS ENDED APRIL 30, 2007

Line
No. Description

(a)

Balance [1]
(b)

Line
No.

1
2
3
4
5
6
7
8
9

10
11
12
13

April 2006
May
June
July
August
September
October
November
December
January 2007
February
March
April

$ 25,955,152
27,771 ,678
30,949,084
32,596,096
35,041 ,274
36,572,843
38,058,790
38,732,669
41 ,078,966
43,365,612
45,355,426
48,147,845
49,194,789

1
2
3
4
5
6
7
8
g

10
11
12
13

14 Thirteen Month Total 492,830,224 14

15 Thirteen Month Average

$

$ 37,910,017
B-1, sh 1

15

[1] Source:CompanyRecords, Account 252

Rate Base.xls B-6 CIAC



SCHEDULE B-6
Sheet 2 of 3

SOUTHWEST GAS CORPORATION
ARIZONA

CUSTOMER DEPOSITS
FOR THE THIRTEEN MONTHS ENDED APRIL 30, 2007

Line
No. Description

(a)

Balance [1]
(b)

Line
No.

1
2
3
4
5
6
7
8
9

10
11
12
13

April 2006
May
June
July
August
September
October
November
December
January 2007
February
March
April

s 29,940,533
30,244,307
30,534,168
30,907,667
31 ,068,422
31 ,294,649
31 ,925,334
32,387,660
32,677,847
32,866,855
ea, 171 ,595
33,562,862
34,402,771

1
2
3
4
5
6
7
8
9

10
11
12
13

14 Thirteen Month Total 414,984,669 14

15 Thirteen Month Average

$

$ 31,921,898
B-1, sh 1

15

[1] Source: Company Records, Account 235
(excludes 235.0 1330)

Rate  Base .xls B-6 Customer Deposits
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SCHEDULE C-1
Sheet 1 of 18

SOUTHWEST GAS CORPORATION

ARIZONA

ADJUSTED TEST YEAR INCOME STATEMENT

FOR THE TWELVE MONTHS ENDED APRIL 30,  2007

Line
No. Description

(a)

Reference
Sch C-1 ,

Sheet

(b)

Recorded
at 04/30/07

(c)

Adjustments

(d)

Adjusted
at 04/30/07

(e)

Line
No.

Revenues 2

C-2,Adj2

1

2

3

Gas Cost

$ 996,389,570 $ (597,154,892) $ 399,234,678

593,424,664 (593,424,664) 0

$ 402,964,907 $ (3,730,229) $ 399,234,678

1

2

3Total Margin

Expenses
4
5
6
7
8

3
3
3
4
4

$ 685,079 $
87,644,582
37,800,950
1 ,320,355

230,155

16,522 $
1 ,883,873

929,959
(193,559)
(230,155)

701,601
89,528,455
38,730,909
1 ,126,l/96

0

4
5
6
7
8

g
10

9, 10, la
9, 12, 13

4,018,714
49,951,482

(9,175)
2,985,673

4,009,539
52,937,155

9
10

11
12
13
14
15
16

Other Gas Supply
Distribution
Customer Accounts
Customer Information
Sales
Administrative & General

Direct
System Allocable

Depreciation & Amortization
Direct
System Allocable
Regulatory Amortizations

Other Taxes
Interest On Customer Deposits
Income Taxes

14,Ln 1 +2
14,Ln 10

14, Ln 3 +4
15

c-2, Adj 16
16

77,709,373
6,721 ,772
2,234,576

28,912,193
1,856,153

21 ,941 ,766

3,246,873
(74,834)

(1 ,950,048)
4,212,687

59,161
(5,849,548)

80,956,247
6,646,938

284,528
33,124,880
1,915,314

16,092,218

11
12
13
14
15
16

Total Expenses 321,027,150 $ 5,027,429 $ 326,054,579 17

18

17

18 Net Income

$

$ 81 ,937,757 $ (8,757,658) $ 73,180,099

Expense.xls C-1 Income Statement



SCHEDULE C-1
Sheet 2 of 18

SOUTHWEST GAS CORPORATION
ARIZONA DIVISION

ADJUSTED SALES AND REVENUES
FOR THE TWELVE MONTHS ENDED APRIL 30, 2007

Line
No.

Recorded At
4/30/2007

(b)

Adjustment
No. 1

(G)

Test Period
Balance As

Adjusted

(d)

Line
No.

1 Sales Quantity (terms)

Description

(a)

1

2 Revenue

699,988,330

$ 996,389,570 $

664,601 ,349

399,234,678 2

3 Total Revenue Adjustment

(35,386,981)

$( 597,154,892)

$( 597,154,892) 3



SCHEDULE C-1
Sheet 3 of 18

SOUTHWEST GAS CORPORATION
ARIZONA

OPERATION AND MAINTENANCE EXPENSES
FOR THE TWELVE MONTHS ENDED APRIL 30, 2007

AS ADJUSTED FOR THE TEST YEAR

Line
No. Description

(a)

Account
Number

(b)

Recorded
at 04/30/07

(c)
Adjustments

(d)

Adjusted
at 04/30/07

(e)

Line
No.

1
2
3
4
5

Gas Supply Expenses
Natural Gas Transmission Line Purchases
Purchased Gas Cost Adjustments
Gas Used for Compressor Station Fuel
Other Gas Supply Expenses
Total Other Gas Supply Expenses

803
805.1
810
813

$ 497,594,745 $ (497,s94,'/45) $
35,473,742 (35,473,742)

0 0
685,079 16,522

$ 533,753,566 $ (533,051,965) $

0
0
0

701,601
701,601

1
2
3
4
5

6
Transmission Expenses

Trans. and Compression of Gas by Others 858 $ 60,356,176 $ (60,356,17B) $ 0 6

870
871
874
875
878
879
880
881
885
886
887
889
892
893
894

$ 184,824 $
6,776

150,370
48,137

179,386
209,595

1,252
0

72,731
698

763,708
38,126

199,704
33,418
5,147

1,883,873 $

10,449,274
371,788

11 ,699,369
2,556,906
8,132,818
9,578,022

11 ,079,072
2,250,258
3,135,880

107,427
15,543,726
2,041 ,794

10,132,658
2,063,217

386,247
89,528,455

7
8
9

1 0
1 1
1 2
1 3
14
1 5
1 6
1 7
1 8
19
2 0
2 1
2 2

7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22

Distribution Expenses
Operation Supervision and Engineering
Distribution Load Dispatching
Mains and Services Expenses
Measuring and Regulating Expenses - General
Meter and House Regulator Expenses
Customer installation Expenses
Other Expenses
Rents
Maintenance Supervision and Engineering
Maintenance of Struck:tures and Improvements
Maintenance of Mains
Maintenance of Meas. and Reg. Sta. Equip.
Maintenance of Services
Maintenance of Meters and House Regulators
Maintenance of Other Equipment
Total Distribution Expenses $

10,204,450 $
365,012

11 ,538,999
2,508,768
7,953,431
9,368,426

11 ,077,820
2,250,258
3,063,149

106,729
14,780,019
2,003,667
9,932,954
2,029,799

381,100
87,644,582 $

901
902
903
904
905

$ 4,262,958 $ .
6,927,716

23,221 ,791
2,977,729

410,756
37,800,950 $

106,518 $
126,770
686,168

0
10,504

929,959 $

4,359,476
7,054,485

23,907,959
2,977,729

421 ,260
38,730,909

23
24
25
26
27
28

23
24
25
26
27
28

Customer Accounts Expenses
Supervision
Meter Reading
Customer Records and Collection Expenses
Uncollectible Accounts
Miscellaneous Customer Accounts Expenses
Total Customer Accounts Expenses $

Supporting Schedules C-1, Sh 5-7

Expense.xls C-1 O&M ExpSum



SCHEDULE C-1
Sheet 4 of 18

SOUTHWEST GAS CORPORATION
ARIZONA

OPERATION AND MAINTENANCE EXPENSES
FOR THE TWELVE MONTHS ENDED APRIL 30, 2007

AS ADJUSTED FOR THE TEST YEAR

Line
No. Description

(a)

Account
Number

(b)

Recorded
at 04/30/07

(G)

Adjustments
(d)

Adjusted
at 04/30/07

(e)

Line
No.

1
2
3

908
909
910

$ 1,217,452 $
35,525
67,377

(137,759) $
(10,400)
(45,400)

1,079,693
25,125
21 ,977

1
2
3

4

Customer Service and Informational Expenses
Customer Assistance Expenses
Inform. and Instruct. Advertising Expenses
Misc. Customer Service and Inform. Expenses

Total Customer Service and
Informational Expenses $ 1,320,355 $ (193,559) $ 1,126,796 4

5
6
7
8

Sales Expenses
Supervision
Demonstrating and Selling Expenses
Advertising Expenses
Total Sales Expenses

911
912
913

$ 0  $
0

230,155
230,155 $

0  $
0

(230,155)
(230,155) $

0
0
0
0

5
6
7
8

g Total Operation and Maintenance Expenses

$

$ 721,105,785 $ (591,018,024) $ 130,087,761 g

10
11
12
13
14
15
16
17
18
19
20

Administrative and General Expenses
Administrative and General Salaries
Office Supplies and Expenses
Admin. and Gen. Exp. Transferred - Credit
Outside Services Employed
Property insurance
Injuries and Damages
Employee Pension and Benefits
Regulatory Commission Expenses
Miscellaneous General Expenses
Rents
Maintenance of General Plant

920
921
922
923
924
925
926
928
930
931
935

$ 32,197,506 $
5,852,900

(5,306,010)
5,826,032

205,169
5,678,766

53,270
125,693

3,704,733
2,525,009
3,107,127

570,687 $
(5,657)

(93,963)
7,789
(3,563)

2,490,088
0

(33,693)
9,116
4,443

30,652

32,768,193
5,847,243

(5,399,973)
5,833,821

201 ,606
8,168,854

53,270
92,000

3,714,448
2,529,452
3,137,779

10
11
12
13
14
15
16
17
18
19
20

21 Total Administrative and General Expenses $ 53,970,196 $ 2,976,498 $ 56,946,694 21

22
Total Operation, Maintenance and Administrative

General Expenses s 775,075,980 $ (588,041,525) $ 187,034,455 22

Supporting Schedules C-1, Sh 8-13

Expense.xls C-1 O&M ExpSum
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= ì : 8ID co(NIIT-W
i

1 8 8

uMmR°2,°Q°~¢F-WG8mc*r~
1 1 ¢ l C

1nwv
1'

as an

oooo

c o al 5.
h

8 E
N l \
N n

- w ea vs
o o o o

us us
o o o o

- - 0 a s

o Q o o

V

as an

o  o  o  o

iv in'

c a o o o

se as
o o o o

09 -

882-
Q34
4 3

o c Q 5

8 E

o  o

88

40 as an i n
o ca ca o

as -
o o o o

40 - i n i n

o  o  o  o
0 i v

o o c o
a n I a

o o o o
5 ` = a oz'° .
8826

==
_,s

ea an
o o o o M a c a o "so

<1 *__
up vo
o o 8 9

m
' n

* s o

° ° e s a e
- -

40 Ur
o a o o

- an en 09 an
o o o o

an 0 n -

o o o o
n 09
o o o o

as an
ea an

o  o  o  ¢ :
as as
o o o o

Ia

1-1-qu:
cum

c o c oI - r ° -
Q Q
gqgq l~ v~

a  a

an UP
o o  c :  a

no as
o o o o

en 0
o o o o

9 w

o o o o
- i n

o o o o
UP as

o  o  o  o

- a s

o o o o
- as

8328
we 40
o  o  o  o

0 an
o o o ca o o 2 2

¢-1-
s w ;

vs us a s a n

o o o o
as -
o o o o

fn 09
o  o  o  o

an or
o o o o

i n as

o  o  c m o

so as
o o o o

an vi
o o o ca

en T l en an

o  o 3  31' 1-
8 ea

an1- Y'9 £3

a
2

an w
o o o o

- -

o  o  o  o

UP as
o o o o

vs as
o o o o

- up w an n a

o o Q o
on an
o o o o

an an
o  o  o  o

i n 0

o o o o

as 99
o o o o

09

§§
- an en

1 - F : l o I ~
A g  :
1.6 ac

3`

8
LE

18
E
§

853

313
39
go

as as

881 9
v s oe r g _r~_;

ea an
15IC,D1-

e a F11
1 3 8 se

- a n

\r:G`c:--
g 3.
8 3 8

§3°§
: `~J 5

as -

38°
ID

3 4 8

- 09
Ar~ oh:

<-13 q
no If)m V E

an an

c m; lc >

£66
E T

Gan

83
z 38
s §§

U u . l

§;§3
3

328

go

8

UP an
Q  o  o  o

i n a n

o o Q o
- -

o ca cy a
- ea
o  o  o  o

an an
o o o o

as Ur
o o o o

- en
o  D  o  o

an so

o  o  o  Q

MY an
o  o  c a  o

0 9

o o ca o

832
88-

as an so av a i n - - as in 10
as eaan an

m IC C
E 9  3  a

8 9 . 4  E
Ra N q 2

" m
go

8a-§s
8892

Adm

w i v

3888
;"3°'8E

u- v-e a a

o c
o F c

v- P E 1~
urn m 3

8852

o m
'ea .3 E E
et: e t  u
re 8 9  8
m N a t G

58
3835

a

an I a

8 SO ,~; E
2 se a 5v ' 1 -  .

83.88
8883
88385

an ve an as i n in as i n an vs so 449 0
- i n an U P

an

Q8

vs

no
3

B
8

oz
as

8
§

8
§

§ -H

.s

E T
8
D

'o
m

.-'s - sE: 38; 92 "6

§ go
§8_

3nu 8 - § § 5u 5: 's 5§ u I

lull lull lllii g353
8 38 §§ 8 38

§

g 8

39383 @8882
g 33z 8332

E
.5 3
8 g

82

§§§3§338*

k w
*a 9 8

§ §- 83§§§§§ §§§§»
8
3888

1- N FD W \ n ¢ a r ~ m o  1 '1- F 1-
on '¢ en D1* P 1- 1" m as  oP* 1 '  1* N w m a m an r~ on

N N c~4 N
9 ca N
N n  3  g o 8888 8 8 9 5 3CO-Et

.as

5

83
3



SCHEDULE C-1
Sheet 7 of 18

1- N 86 'Q Ia so r-- on m o 1* N1' 1' 1- Ra we nm Ra no as  o
8  1-  1- CN] mesa

°°'£18.

3%
"a s

EE
=°°'-a 6_ _nm

WWw'
8:
N1-

'68I- 38:5

~=>§°»

m |- cc
8 |- a:  h
Q Q -4 1
m m If!

9 '* * 81 (\
N F -4

an so
o o o ca

8 8

m v* ¢~ 8

ea as

I D

348518

3388
.=e-°'~9
n o u ! in vs

o o o o

n a

0 as
o D o o

0 -

o o o o
in -
o o o o

§~s==
833.
§§2

An ea
o o o o

i n UP i n a s

o o o o
- in
o o o o

01 u!
o o o o

- Q
o o o o

w w

38
3232

- ea
o o o o

an -
o o o o

an in
o o a o

0 as

o o o o
an an
o o o o

- -

o o o o
vo us
o o o o

- as in so
o Q o o

an no
o o o o

an an
o o o o

an an
o o o o

an ea
o ca o o3..

6 -3

as -
o o o o o o o o

8
an - 0 as 0 QQ

o o o o
- w

o o o o
an at09 vs

o o o o o D o o
UP iv
Q Q no noN NF 1-

w w1 *
°°§§ °°38

SOs§z§

§ an as
o o o o

- w

o o o o
w 0 in in 0 vo

o o o o
Sn an
o o o o

w 01
o o u.  c

on cm
l \  o-
If ll
nd ndn n

o o a as
go m
o n.
if
ah 8
c\ al

n to an me
o o o o

on Q
o o o o

8
§
3

as 39

'4

882
3 .

2
8  v
§3§@
383
3  n
8889
832

- a n

88a8
F

N . _ Ur:
m a n E

P

C51-DC
ID

am ':
9 2 IE

us us
@8o6
3 g e
§¥5 4

to so

$§°s"' .

40 an

N'vo
r-new

Q

"a
8 83

8435
2°'£9
2385
E 2_1
5

8 3 .
%

- as
Q ca a o

ea an
o o o o

a n -

o o o o
in an
o Q o o

u 0

o Q o Q
- an
o o o o

a n -

o o o o

8885
a w

as in an an an an 0 - an no an he

| - h48089
c q " 1 1 91

Q-aaa
dm'
323
a so :

v~

. _e s
N 1* B c

P 9) l\ 8
33. 8 Ql-- a P
.9 §8 3
an IO m so

pa 52

48:5Q _h
2222
Nw- q

§3'¢81
" or

* F
go. an - an - Ur an - - vo

8
a

he

E T
go;

z
§

n
8

3
D 2

8§
8° 3n

8°
8 .§ 85

. z8838§.'8

§
8.s 3

4 8
3 38

8 s E
§ 43
3 35
a 8'§§
33838888

1-

-

.5

83
588

8838*

*8 a

3 88
%_

3838

.8at §3

8
as § 8 s
5 2

3 <o s 8
a a" 8 8%8888 §§33~

8 9
38

0 .
:1 3 F N so Q 10 so 1~ m U) D y' N on -Er no no

1-  Q!  1"" I -
ID so r- ofN N N N

d82

8

as

8
8



SCHEDULE C-1
Sheet 8 of 18

as .
cIi 3 1- (Nl F) 'U ID ea|- no Q o  1- on

1- 1* 1-
o we an co
1"" 1- 1- 1- 2£28 83338 8383

o o ID Ur.
N l\
9- 1'
nm LC
N c\

o oEE
4- vG ¢\

o o o o

:vs Ia to r- noN N N on

o o o o

Gs
2988
~un'z==

§£3§6v

ovccv
44593
as1-l~ l~

4134
8333v
40 -he he

o o Q o
0 a s

o o o o
au an
o o o o

2 3 8 E
'A *L Q r

8 £3 pa 3

en an n an
o o o o

an an
o o CJ o

so us
o o o o

or -
o o o o

85
333

119

o o o o
01 an 00

o o o e:
ea a
o o o o

- en
o o o o

an an
o o o o

so -
o o o o o o o o

- an
o ca o o

a fn

h e

88
oz:

382

8I)

an -
a o o o

a en
o o o o

an ea
o o o o

M »

o o o o
- in - i v

o o o o
09 -
o o o o

an an
D o o o

Ur w
gggglll

q sl~r~
max

|--

g
6z8
2

- 0

o o o o
an an
o o o c

- an
o o o o

as -
o o o o

an -
o o o o

as -
o o o o

* s o

Q c Q o
so49 -
=° 2 2

go

so

1 '
If)
In

asor 49 - a us co an an soan - 99 an
o o o o

so an
o o Q o"as

185-,
oo88

Q
o fre-

°°§§
9 9 8

°°msl
S 22

- so
ca o o a

01 0
o o o o

U r a s

o o o o
- on
ca o o o

an an
o o o o

a

o o o o
- an
c o o QéE

g-5  m

38%
§8

33°-
8 3
3 3

£8
823;
3328
822

an -
o o o o

an
o o a Qon on

ID IOD noN N

UP an
o o o o

- T l

ca o o o

w 0
D D Q o

an an
o o o D

9 v s

o o o o
10 fn
o o o o

s»a
o
1-
6

Ia us
c~1""oe"- 8 6_ Eu
* go, s 1'
*-'n

vs Q
N o o onUP Q r
*.*L Io
:s C- 54'4

0\-4

10 in
coEor-
:sz 8

8" a.8 N.N Nr-
n o - Ur -

63
Gs

2 §§,
88

9 '53

8838

: go

8

811

88
883

0 -

o o o o
19 an
cy o o o

s o 0

o o o o
in iv
o o o o o o o o

an so
o o Q o

i n 0

o o o o o o o o

88
0 en on i n i n - as an

i n - w
o o

E E
r- r-ac co

0 01
o o o o

0 i n

o o o o
9383
imvf-air.: l~

1-

09 W10
go
88

s a w
: 3 2 2
no-ooo:

1'

°°8:=1
35.
N G

14
sis

§§e~
4 9 3
"EE

so UP 0 -

P
m

- U P vo Sn

F
cm

w -

N
1*
or

- 01

go1'as

as 01 0 vb * l

°8§
in

m

cm

g
.4
_g

8
as
3
3

.3

.5 8
8a E

g

8

1 :: :m 8 8

8

§
3
8 as
g 8

8
E
8
3 0

8 ;
8 s El . n§ 2 § 88

8883 88888

3%
§.a

'a
§

3s
a w
§.w

a
3

jg
3

.5 9

88883 348

gnu o W

88 8%
w i s 8%-

3§§ Ea go
. ,m m 8% 8_

§§§§2 38838 38888
3
w

2

3 8 1- N FT Q nm a n r - m m o F N1- 1- m * ID no1- 1- 1' 1°
1- no an o
1 1- v'  N 88198 in so|- mN N N N 8858 8383

8

3



SCHEDULE C-1
Sheet 9 of 18

2 .

88 1" N ¢*) 9' nm (D l~ aa o> o4-
Q* N m ~=r IO1- v' 1" 1-

<o1-
l~ w m o1- F F N N (q q-§ N N N

-a 9

3

Nco
qcoN
.6

o

'84
8

cf:m
QmN1-

°°8s3 §
§§
vim"

of m N8 8 0) NVS1-01'_
m v N r~m N c: oco 1- 03 F

F m

P8889
mum

m m32
vw- .<=
m caa-n ;̀\-uri
I a h e

8 8 QN N N l~ N£0 1- r~ m LOw r~ 1- 1- of
N*61:(\l 1-0N v- m
9 ea ea

3 m go
¢D

5 *. ' :
LT nof~8 ea 8 <4IO m_,

M 69 9 ea he ea
o

\ǹ
N
'Q
N

it? he es an

§3»~
.285

'a 888'Q"L'£ .NNNNI-01-llU7
Q'x'1*.o NFI'(")

o
8
8
etm

fsc N m l~
w n5 8 'z 'x

. o 8 n_ID ID.̀¢

ac10
i i

I*
ws
wN1"~i

O D

v_¢_ .

3 8 9
com N

m

10 l~ N
8 ea m o
q  Q 91 In
~r N N ea
N r~ vo

v

ea no

o o o c

88882
.nos . , ;raJ
u°M l .f>;
'um .q 6
8223
vo I a

§
386

2

et ea ea
o o o o c

se w

o
» `
o
v -
Q

8

as
o

ea

c

ea
o

ea
o

so ea ea
o o o o o o o o o._ F

o Q(D w
8 810IO

he ea
o o o o

I a

o

M

o

ea
o

as
o

ea
o

ea

3
8

W
Q

es 69 an
c o o o o

en he
o o o o

I a m

o c l~ l~

8 8
8 8

HE es
o c o o

en

c>

I a

o

he

C

69
o

en
o

69
o

ea et ea
o o o o o

I a a s

o c o o
ea es

(D

E
a
*a_
8853

2
.
=§

\.\.

Ia

m
(D
' 1
ID
Q
N

o o o> mo eaw v-
m I-Do oN NwLU

vo
z
m
o.

£19

o
ea ea

o
ea an

o
w

c

se - as

go
4

8398
31993
w e

N

95
1~
ID
Q
ID

r~m
' uNl~
N.nm

UI

3
' 8

he an

m N C
07 1~

318 <1 acN8 3 v- =
I: fu 'Q 1-

419
o

9 w

o o q Qv~ N
<1 <1
5- 8
<< ~.
N ea

as 09 anas ea so as

2
\n_of|\m

gt.
8
fa
NW'QL

99

ro
ID3 <4

8893
2 61* e t

I*-
N
e t
CD
1 -
° 1
of of

no>o1-
¢~1|~aoo>*.°£°1"Z
Civ- 9

N N
"=> _'Q

ea w8 8 4

Q - -

3
16

iv - - -

§8§§ 8 8
§§§8 8 g9-wg ..
';.,.,:; : en

o

ID  v~ N

38 8 Fe
v N N m
$8N 3 3

w 9 9

r~  0)

.3 .82 8
w w
~" $3 §8F v-

a s 9 en w89 W vb es w
8 o

'JNv

'8
"Q
8N

1°
N
"Q

go

1-
F
° z
W

81

'QN
es
comm ofv~':i 'QNN

"Jo 'Lram v
69 he 619
o f UP o8'>a>

Q Q
8 8v s

8 S3"i'3
°<a°z'3"-

Q ` 0mum°1° ' inm ofm l~
"391~.iNNI

g
wag

8893
E' g
8 '1

et as ea en
o o o o o o

cm ea 69
o

en Ia w ea"

g
8
'E

8

3

5-2§.s§
PP

he

8
<4
8l~

en ea 9s en

o 8
Q
g
<-

to
1-
Q
m
h-
1-

co
m
Q
If)
N l~r~

vw-

cm oN If)co o N
*_ 8 Q <4Ur o> l~

v ¢o8 3 '1°
1- N

no ea ea w 4.49 as ea en en
o

es as s ; Er-> a n

lg»- =\'
8

Jo 8
o¢'>r~

3 8
c6a6cl§ 2

.-Hr.
o
no
I*-_
gr;
I-O
Q
8

8
'QAro1-
61-

Q
l~
ID
:">
r~
m

S
q
no
(D
-11
Q1-

88
EE
§%
6 6

co
l `
N.
m
LD
' L
we

¢*> 1 '
42348
88 mm
ao<I-844

:vs

8§§§:5
see

§3§8¢.5

8858
"QM525;

I he £19 as

Ra

z 83
8 Q E

e gt

34
53

38
g
9 ea

8

w e as

5 23cs m
c oD a s

8

9 49 99

N mN Nas as
1-
N
o>

et

QNca

se w n

ID eaN Nm as8

8 vs
o•1
c

.9i»~
58
8
D

8
.Q
8
'Eg
8
Em

cu
C

vo

88L35
E
a>8
0

g
m

88
88

8|-
vo

c

ii m 8
as

8

w
(D

" 5

8

E
8a>

8(1)

in .>

89
gm"

r~1-
.c
w

8
.E8 E

v̀
6
g
8

3

3

" §~=
3388

o

E 8 §
a §

135
al 2 -
8 3, 8

in s 8
8 5 o
'* 3 2
8 w 8

8 3 o

8
8
135
'9

8

3
Q, 2.9 3
.8 § 8 8 3

s s +89
8
2
D.

GO

scu ._
8 .Q
.9 E
vo
s
D.

ea 8
E 2 .Q

8 a
E Lu

.gc
0
m

8 _
'3

E' \.
8 48%»-3 §, §_|_1§

nr E

8
5
Cr

E

g
8
2

'E 8
Sn s

8 88
82

en 2

8 8 2
g__*9§8888*
8 3 3 2
E

8
9, ._

¢> 82
38383
g .3
I ' | -

3
98
8

632 I' N (4 v ID co 1~ of on o1- N M v ID1- 1-F 1- co
1- 88188

8



SCHEDULE C-1
Sheet 10 of 18

q) .
I: Q F N co v In (D l` of ca o 1-1- 1"

N ea v 1-0 w1- F 1- 1- 1- 8 8 9 8

8
53,88
3

Q o o o o Q o o o o §

Q
8

o o o O o o:v'1lcoo
ID
43. §
com vnor N

oaifmlo
w a s ;
8g88o:¢D

1-

¢.'>
he ea he ea he ea w 09 me
o o o o o Q c o o o

he as ea
o o o o o

ea he

o o o c
89 no

88:2

We

4-4

8
Q
of
9

comm
33
588

UI
m
z
l.u
a .

ET N

E 8
2 :
3 8

as ea UP he as 9 he ea w

o o o o o o o o o o o

ea he as
o o o o o

»\
8 3 "z
8 so 8

ea he

U51-QQ
=is. P
8 8

he

Q~rN
5.8¢
882
49..8
§82
__,<

u-> Vu

z
Q

3 D
2 88
O<§u.1
o z

9 2 i,so
w

3
o
cm

E h
38

5
z

£19

oN
co

w ee

1-NQ

ea as ea Ia Ia

an
ca

to
No>

WN
ca

1-0
N
o>

la
on

he

co
N
Q;

as

8

w as he

v-Iaor 8m

g
*83
(D8
3

I

c
8.a,`
5 8
8
a

cy(D
8 9

§
dl

'E
a'"
E
8
8 E

w"6 8
88 'u

D E
'Iao>
-E:
WeE l.us o
Qu:o§\»

38
E
D

i n

3,m
c E

m
o
'Uc

8

43
.6
.8EE
8

.53
c8

8
3
E

go
§
GO
E

al 8
M
=§

m

§
388

as

3§§§»9

8- §
3 go § 9

2 ._§ §,,§ :
8888* 8888
2 .3

.J

G)
w

8
'E
2

3 8
c
m

M

.Q

B-4 .3'8l8
8 8:3

8
3

s §8 §'e
§ 4E n
€ 3 3

.8
8
8 9:
g 38 o
(9 3
8 8*in

C s 8 8
8.8 3 r-

:§ 'o 3
E s

§ ea
8 .88, . .

8
8
.E8
<

3
o .
E
LIJ

.8
z
<3

8
8
o

E'
8
eD.

CO

.8
c

8__
. E

E
m
'U
c
m
m

.8
(D
c
o
O.

8
o .
E

LIJ

z ..|"'
8
§'
ac

'iTs
05 '81
<9 = °
an

8
§33§
8

19

8a¢

q) .
.E o_| z

P N of v 10 on oco W 1- : N ¢*> v Inr- v- v- 1- asv- 85388

8

3
8
8



SCHEDULE C-1
Sheet 11 of 18

q; .
c O
ii z

1- N (Q '4' m co l~ to en c1" N <4 4- no1- v' F 1- co1- l~ no m 8

8
QCDIn1~
'voNOQ F

1 -
h -
Q
9

1*
co
Mn_

8

3l~
:ftF

.¢
'if
8

ca oof
Q

o °°z2s
1~|~FF

co

so
l~

oavnnuo
l~ln

3. Q S
r~ N O.-33

I- _

9
$38

q_
1-
cm
et.
q-

l~ l~v3m8 n
Q Q Q Q "Loc<on-¢l~ w~1"8'¢i .v- vln'T

o

s a w

o o

he e a so en

68.1*
w.§<5»~892

n.§<

9 1 9

o o 8 QN'Vum onl~ r~

I a he he ea

Q3 8
6 of1- 1-

»-`
v~
3
8

he

El
:Q
Q
1-

he
oog3QQ

SO
8
,q

o o m
34N N

ea he
o o ac ofaq 3

ccr~ 2

8328
way<<

9 ea ea 9 09 as 69
o O o o o o o o

ea se

o o

he -~ as
o Q r~ r~ o

no of
Q Q
of of:w- v

8 69

o o o o
9 he
o o r~ r~

acQ 3
of FJ1- 1-

he he 9 he w an 619 ea
o o o o o o o o

ea
o o

ea Ce en
Q o o Q

69 449

o o o o
he v->

mv•
z
m
a.

'Iwo
88;m »-̀.9829
:»¢\1=5's'°*<

8
n_
8
°4
m

8 8
Q 01
com

69 he w he ea 9 9 as w

o o o o o o o o o o

he 9 he

o o o o o

ea ea
o o o o

ea ea

8
384

8'
O

on
|\
Vu

Q o

3§

ea he es ea
o o o o

ea as

g
q>lf€'°
8'.22°»~582°>

8 8

o o Q o o

9 ea

o c o o o c>o§8
_et

EENN

he ea 99 9 an ea ea 9 I a

o o o O o o o o o o

ea he
o o o o

Ia he

mm
3
|-2
o
m

Ia

88:Eo».~
8 7 5 2 3:v
. § § E
E

#"5
ea
N

co
N"--I

ea he he

oooo o
"QQo>c>

oo|~7~mm
Q Q910we

8
c

8_::

2
(D
06
<

do

88"

s¥'»;=c

é&
_I

i'8l'8°§S
' v o Q
8 2 goF v-
. : .4

o
»-1-

s,of
m
5

o o o o o o o o 3 » I I ° 8
of °zl~ l~

"888
. 4 4 4
888

Bi
8

a ET
8 Ea
855 ;
egg;
g ET

48

9'
w en on an ea cm

s
ifW
>-w

§ 2 , _he
3

he

QN
o>

9 as he ea 89 9 he he

F cy: W VJ
N N N N
m ea ea ca

NN
cm

be
o>

8m

cm

8as
P
cm
ca 8

l b
.a>
oz

.42
av

U) §o
g
8

I

3
_Q
en
c

s
| -

m

a>
w
u: cc

3_QA
5 8
aso

3
§
dl 0)

_fn
§ §

.E
E

' U

m

ID
o
on
m
E
m
o

ml3§=
.38§ "5

8

33

'EG)
84->

(U

.Q
UI

'c :L

3
LE

Q 8
3 go_ §€

8833
88829
8388

§ Ge
E 89

88833

8
8*
8
3

8
3
8
8
3:

' u

8
E
L\J

E
m
w
G)

E

~8'
o

8
3
3
8
2B.

CO
Iaupc_:
E

ea

8 g
5 Q.
m dl
'E .8 Q

w .3 a>
E

ea 8 3

§ 8
u.l 8 8
'a
E

8
5
Hz

8
8 33 3
E 838 g 43

Q 8;8 E 85%
3885* 38§8*

q) .
.E o-I z

P N m v IO ea N W o 1- N C"J we LQ
1" 1- 1" 1-

w
F v;23058

3S
8



SCHEDULE C-1
Sheet 12 of 18

_,z v N cy: <r m ca of as o1-
1- D

_
N no 1 ID1- 1" P 1- co1- as 8 8 8 8

o> 8 8 r~
_ '1 ~Q8N 0 r~ oro o> r~

co m

4"-.
r -
Lm
co
8

»-̀
co
3.
8. ,

o>
to
In
v~

ea
8
Q

o m
cm
'Q
m
£2

rococo
w ea>o> 8

n'-lo>n
<'°)8v'l-fi°°vx=<a=Q¢\fm 1-8y

E3- 88¢+
.8,g~»
' U
<

4'4
8

to
of
°.
oo>
<1-_
N

85°°83
42914
awes
ro o w

N¢\
69 €6 Q|9

o o

as an

_.s
838

an 9 an G19 an
»-\
IB 3
#Q E
ID r~o `/

9

m R to r~
1- (D m w
*. '1 'Q 'Q
N m r~ oea r~ID

of>
( D
Q
m
D)w-4

G49

c*>
co
*Q
o f4-u

3
Qoas
'ZN

ea vo ea
oosoaa

w e
enc: 3

en N m 8r~ v 1"v Q Q-
v v- Q

c

w e
-=a 6<3___ <

Q
o

GB an
o o o o

619

o 8
8'

an
o

as
o

en
o

en
o

49
o

as <9 as
o o o o o

419 Ce
o o o o

09 9

ncomva>8l~r~:
'Q .QQw
8 @ N £ D .

W W F
ro m o l d

:JN
ea

9
dz
eaas

he

ea

eae» w w a» ea ea 9 9 w

o  o  o  o Q o o o o o o

ea w 09
o Q Q o o

Ia 9

o  o  o  o

' l`
vs-
gg;
.388

8 : 8
,go

he w so w w so w w UP

o  o  o  o o o o o o o
fsm
3
a

09 09 vs
c o o o o

he 9

o  o  o  o

es an
oomncoco

'~Q'Q
mm

49 99

o o

vo es - he 9 as he

o o
'6
'Ga8.
<1-

he 9 9 w 9 w w
4-`

0) l~ h r~1- ID 8 m In
'1'1"Q<Q Q
N Q r~ o IDQ Q N ~1co 10

s
'EN

eaof
Q
oc :
1
N

'ummc: g
n N or 8l~ Q
Q-_ 8 1-
Q

»°°§§QS..s=°°s
<9 Q

n m

he as Ia

3 r: §2et no
N

Q
8 arc'

m

ea as as so
ofof
Vu
<*>1-

't-_ pa
01 41
9 8

1 -
* #

0 9 4 4 0 9 9 9

9 o o
so
<4
LE

a s e t 9

o o 2 81- _
r~ r~

3
l~ a d

o
1-

-of48
o149

Q1-

co
ea
Q

8we

w 619

r~ n o
_ s q q

m e o w
N F W N
1- QN.P am

he 'es
coco

he

c

ea
o

as
o

es
o

ea
o

as
o

ea
o

es he ea
o o o o o

ea as
o o o o

he as

c  o  o  o

'3G)
g
8
3
(9

m
m

' w

'2
<5

8 he 9 W w w » as me

o  o  o  o o o o o o o

as ea 9

o  o  o  o o

sv-1 v o

|-:>
ow

g
653,_

8898
9 ' :
2
o
'a
.8
O

(_
»"
m
m
Q
8,

ea 9
»-`

34 -Qcoco vN N
383<
8 8 8 0 >

m
= 9E

he es ee en en

o

an en

3
.2_al

3 re¢:Ioilg 81-

MY Ia 49
Rx »\ »-\

¢*> r~ 1- v~ B)
in as 818 8 S r~ 3 8

1-
8 1-

1- Q 4
9,

9

8
v i
1-° 8

f s
gr)
oz
'Q

3

n vo an

°°m21-1-
cz:

g unn
~.va353
8@"'%2

§3§3
§"§§

ea

E
4
§
go

a g,
8:888°22535;
§ ET

goEt

EE°sg r .
»=

§
3

es as Ia

ET
348

he

8

he Ia

No>

es ea ea w ne w

8 88so xi
N N
o> c>

toNea

an

8
Q

w as

1-
<*>on 8

4-1E
E
o
l

8s
8

'5 o

_cu
8
w

g

8
E

83

m
~8
c

| -
ww
Wc

E

..-
m
D.
8

mu-.
c c
E E
.33
88
5 4c

.Q
r 1 -
g e
as
D

o
Q.
E

'Q
o

mg
5343
=8
E "

8.Ag
8~3

8
E:>
8

'ocm
Wc
.9(Dcm
O.

0
<9

,Dm

4

§2.§
s'°§

g
_Ag
o

8
81:E8%§

. : . :
<50
.92
: a s

83
w e

ET

8
8

g losE

. 8_2

88%
3

8

gt up
a .3 .
<3 2 8
8 18 33 8 3

< :o

1?
8
9

3et; 3
88 3
;8§=8§883 8

88
Ar

c

s»*2'3
8888*
8 5 3 3 :
5

8%*E 2
88 m=2~ §;33§

8
8Q .

c o8 z 1- N vo W 10 <0 l~

8

m w e1-
Q-

_
N on ~=f mv- 1- 1' 1- (DP |\ of ca ov- 1- P N 45398



4

8_
is

s E 88

8383
3888

§34

3
3

<:>'S,_38°8 2

-gn.-
8
2

8 8

8
E
D

8 6
H z

33
2

|.g A'4.
= .cgo 4-r

LL

88

E
.2

en

2-see

3
.2

..
§3'Ly
4

m

=3'c

85
3;

8
N A

m
D

84
3

4 .
4:M/

10r~8¢1 ea Q*c: 4- N8 83°v 4 QQ 908 l~ gt
s~EEn# 8 n Q NMO 6 ID IDN1-1'M

9 9 8 9 as as 9 w»`know m F §n o8 S0- N 8 so Q
meow.-¢v~8 w

wwwn o N
Ia 9 us he
coco c

ea ea as ea w he w as 9
coco o o o o o o

8

8
g
w

E
00 2

E 2
T! 88
8 as

v»di"'
8'
382..I"

89888i 332
2

(D
2

F N to 1- m (D l~

I a 99 99 e t 9 he en e t

o o o o o c o

w ea w he an w 9 w as
o § o o o

5m
QID
as Ia ea

A

E
N'1-

8838 3
N N

8 8 2 5
$2!"'E 2
a s ¢ » e n

car-on
939455

cnooo1-Q-N
q"¥.N."':
¢\'JC>*N
N F CU

Ia ea
o o o o

ea

¢ mN Q
6466>N Q co Q
1 -  Q) N I*-

I a 0 - - n v b e n a n,_u 8 P g o
QF 9 _ 8 3 _

N N1' 1-
. . W. 1'

Q1- m N 8 2 _,

0 n - 01 01 n a'he an

-
Nor

:§
E

22

'3
n.r~
=-1
m

Ia Ia as
o o 8

<4

8

.8
a
Q.

<3
8
3

1-4
co
1-
<4
as
o>

Lm'4-1

A
m
l~
vo

\D_,

ai m' n'm co (DQ Q *L8 :0 r-
so 9
Q o

cea
Ql~

*. 8
8

a o

'J
N
v

3
o

E3
s
8
3
8
kg'E
2

Ra'm
Ag
as

$5
_

o1-

cy: ~r
N N
m an

9
8o.
Em
w

.8
z1)w
w
E
8
o

to ea o 1-
1 - F

so
3v-
o

9

o

<9
8
8

w w w

o as
Qco
3

oor
Ql~
8

B
etnoo
" .of

mN
Nro
"11-

ea
c o o

m
g_
QM1-

Q p
o> N
oq nqN Nso cy:h-

co
I*-
5%.
a>
I-O
to_
we

8 8

8
8

r~
vo
o
N1-`¢

Ia
o

88

w a s

o' 5 ;
cm
co.
N
' p

8

of

et
on
r-
1-

h e

o

oo
QNcm

he
o

w
v-P
vo
m
so

en
oo
QNas

4-
1*
ClI_
10
Eu
m

ea
N
ea

8or

'E m
8 w3-3

8 8?
E

8
8

3 g
83

-89-
38

N cy: -wean o
l"' 1- 1 "  1 - 1 -

oooonc34
_wm

vs1-1-: h
vac:

ea 09 9

9
dN
'QN

av 9 as
COOO o

so en en
o o Q o o

o °§ 3
xv: 1 -g N
<4  m

en he so
o o o o o

40

99
v1-u-
1-
ID
v

6 ea ea
o f G o8®

Q Q
Sn8~

v s

e t £8

o f c Ns.,
99on Mr;
of a: N

09 ea

Q Q
mo:

#Rx
1-G 1-0

9 9 9
coma oIDLEr

1-1-
r~hg o

09 so he
c08%

Q Q
see
use
:cc

w as 9

1-FDor

8~=n
XI'Q
N

Q
8

we

"1
co
"-;
-=r

8
(Z

8

E
a
E

E §
E (D

'E 8°
88

"6 §2§
§_58E

833§'9'

8
8

h- no cm o1- F 1- N

ea et

on8 l93|~
c_:qn_l¢ol~<rl~N9-QF!
r~<-suv

p M

to ea
o o o o

c o w"'8.-<4
-Qvvew
8538-3
P s o c

F

ea 89
o o o o

ea as

ea ea
o o o Q

8888
MY
8888
w e

m 9 so 8o
E 'u 5 <4N Q IC8 t~ 9- QP w c

Ia ea

he Ia

as la g 9in m a
l~ ca 1-8EL s

v- 6

:RED
Q w f u - 1

m m
N o v _ _

ea

Ts
mc
av
o

jg
m

3
8 8

a
9E
8

§<8

-5
:_-§°*6'»

,2 823
8
,3

3
.E

1 - M G W
m q) V caQua Q
m co

3 82 3
a :I at 8
ea Ia
as W C\ If!
10 r- C\ III 1 '
v '  N  1 -  1 '  . c

r~ :- inM |

cy: o ac n <5
N 1- 1' III
he Ia

as Ia

69 0
ac>v~v~

ms
88r v -

o Mn01\1\camgm
mgmm

Ia en

88%

8:8%
" z n . Q Q

N

. Las
82858
a s e a

8 8

as 9

of oz Qr~ N R to
'En_ Q oN o r~gm v- 0)
. q v_ l~G! m; 1- 52 m

a n 9

co Q
832 8 2

m

J
J o  O

882 .8
8 88 E

G a

se 8

858
v-¢"I

389:
<a¢*:u:

8892
:msg
en as §§§

38%
' 5 3

88

8,833

833
8 E 5 E

SCHEDULE C-1
Sheet 13 of 18

(9
2

3;
5
6

Q .
__: o
_| z

v N co Q ID o l~ co au o *
h N ro q- I-D co1* 1- v- 1- 1- 881838 88



SCHEDULE C-1
Sheet 14 of 18

SOUTHWEST GAS CORPORATION

ARIZONA

DEPRECIATION AND AMORTIZATION EXPENSE

FOR THE TWELVE MONTHS ENDED APRIL 30, 2007

Line
No. Description

(a )

Account
Number

(b)

Recorded
at 04/30/07

(C)

Adjustments

(d)

Adjusted
at 04/30/07

(e)

Line
No.

403
404.3
406
407.3

1
2
3
4
5

1
2
3
4
5

Arizona
Depreciation [1 ]
Amortization [1]
Amortization of Gas Plant Acquisition
Regulatory Amortizations [2]

Total Depreciation and Amortization Expense

$ 77,518,821 $
190,552
(52,996)

2,287,572
$ 79,943,949 $

3,310,495 s 80,829,317
(63,622) 126,930

0 (52,996)
(1,950,048) 337,524
1,296,825 $ 81,240,775

6
7

Svstem Allocable
Depreciation [1 ]
Amortization [1 ]

Total System Allocable Depreciation
and Amortization

403
404.3

$ 4,293,980 $
7,560,997

186,182 $
(318,164)

4,480,162
7,242,833

e
7

Arizona 4-Factor [3]

8

9

8

9

10 Arizona Allocation

$ 11,854,978 $ (131,982)$ 11,722,995

56.70% 56.70% 56.70%

$ 6,721,772 $ (74,834) $ 6,646,938

$ 86,665,721 $ 1,221,991 $ 87,887,713

10

1111 Total Depreciation and Amortization (Ln 5 + Ln 10)

[1] Supporting Workpapers C-2, Adj. No. 14
[2] Supporting Workpapers C-2, Adj. No. 9
[3] Supporting Schedule C-1, Sheet 17

Dap-Amort Adjustment.XLS C-1 Depr & Amort
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SOUTHWEST GAS CORPORATION

ARIZONA

INCOME TAXES ON OPERATIONS

FOR THE TWELVE MONTHS ENDED APRIL 30, 2007

AS ADJUSTED

Line
No. Description

(a)

Recorded
at 04/30/07

(b)

Adjusted
at 4/30/07

(c)

After Rate
Relief

(d)

Line
No.

1
2

State Income Tax
Margin
Expenses

$ 402,964,907 s
299,085,384

399,234,678 $
309,962,362

449,454,506
310,112,469

1
2

3
4

Taxable Income Before Interest
Interest Expense (Ln 24)

$ 103,879,523 $
47,844,172

89,272,317 $
48,035,008

139,342,038
48,035,008

3
4

5
6

State Taxable Income $
Effective State Income Tax Rate [2]

56,035,351 $
6.9680%

41,237,308 $
6.9680%

91 ,307,030
5.9680%

5
6

7
8
g

State Income Tax
South Georgia Amortization
Investment Tax Credit

$ 3,904,543 $
29,686

0

2,873,416 $
29,686

0

6,362,274
29,688

0

7
8
9

10 State income Tax $ 3,934,229 $ 2,903,102 $ 6,391 ,980 10

11
12

Federal Income Tax
Margin
Expenses

$ 402,964,907 $
299,085,384

399,234,678 $
309,962,362

449,454,506
310,112,469

11
12

13
14

Taxable Income Before Interest
Interest Expense (Ln 24)

$ 103,879,523 $
47,844,172

89,272,317 $
48,035,008

139,342,038
48,035,008

13
14

15
16

Federal Taxable Income
Federal Income Tax Rate [2]

$ 56,035,351 $
32.5812%

41,237,308 $
32.5612%

91 ,307,030
32.5612%

15
16

17
18
19

Federal Income Tax
South Georgia Amortization
Investment Tax Credit

$ 18,245,783 $
290,114
(528,360)

13,427,362 $
290,114

(528,360)

29,730,665
290,114

(528,360)

17
18
19

20 Federal Income Tax 18,007,537 $ 13,189,116 $ 29,492,419 20

21

$

Total Federal and State Income Tax $ 21,941,766 $ 16,092,218 $ 35,884,378 21

22
23
24

Interest Calculation [11
Rate Base
Weighted Cost of Debt

Interest Expense

$ 1,090,440,601 $ 1,094,790,046 $ 1,094,790,046
4.39% 4.39% 4.39%

47,844,172 $ 48,035,008 $ 48,035,008$

22
23
24

[1] Supporting Schedule A-1, Sheet 2.
[2] Supporting Schedule C-3, Sheet 2.

Deficiency.xls Income Taxes
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SOUTHWEST GAS CORPORATION
ARIZONA DIVISION

SALES & TRANSPORTATION QUANTITY AND REVENUES
ADJUSTMENT no.1

FOR THE TWELVE MONTHS ENDED APRIL 30, 2007

SCHEDULE C-2
ADJUSTMENT no. 1

Sheet 1 of 1

Line
No. Description

(a )

Recorded At
4/30/2007

(b)

Adjustment
No. 1

(G)

Test Period
Balance As

Adjusted

(d)

Line
No.

1 Sales Quantity (terms) 899,988,330 (35,386,981 ) 664,601 ,349 1

2 74,237,984 4,271 ,585 78,509,569 2

3

Transportation Quantity (terms)

Total Quantity 774,226,314 (31,115,396) 743,110,918 3

4 Revenue $ 996,389,570 $( 597,154,892) s 399,234,678 4

5 Total Revenue Adjustment $( 597,154,892) 5

Explanation:
To adjust for changes in number of bills and sales volumes, to annualize
revenues at currently effective rates, to reverse unbilled revenues and
to remove gas cost ($540,064,385) from the cost of service.



SOUTHWEST GAS CORPORATION
ARIZONA DIVISION

PURCHASED GAS COST
ADJUSTMENT no. 2

FOR THE TWELVE MONTHS ENDED APRIL 30, 2007

SCHEDULE C-2
ADJUSTMENT no. 2

Sheet 1 of.2

Line
No. Description

(a)

FERC
Account
Number

(b)

Amount

(C)

Line
No.

1 Operating Expenses 401 $( 593,424,664) 1

Explanation:
To adjust for changes in sales volumes and to adjust the average
cost of purchased gas to match the average cost of purchased gas
included in currently effective base tariff sales rates.

2
3
4
5
6
7
8

Details
Gas Supply Expenses

Natural Gas Wellhead Purchases
Present Volume Adjustment
Present Rate Adjustment
Proposed Rate Making Adjustment
Purchased Gas Cost Adjustments
Gas Used for Compressor Station Fuel
Gas Withdrawn from Storage

800
803
803
803

805.1
808.1
808.2

$ 0
(25,155,242)
67,624,882

(540,064,385)
(35,473,742)

0
0

2
3
4
5
6
7
8

g Total Gas Supply Expenses $( 533,068,487) g

10
11

Transmission Expenses
Transmission 8¢ Compression

of Gas by Others
Total Transmission Expenses

858 $( 60,356,176)
$( 60,356,176)

10
11

12 Adjustment No. 2 $( 593,424,664) 12
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SCHEDULE C-2
ADJUSTMENT no. 3

Sheet 1 of 1

SOUTHWEST GAS CORPORATION

ARIZONA

LABOR AND LABOR LOADING ANNUALIZATION

ADJUSTMENT no. 3

Line

No. Description

(a)

Labor [1]

(b)

Loading [1 ]

(C)

Total

(d)
(b) + (C)

Line

No.

Operations
Account 813
Account 870
Account 871
Account 874
Account 875
Account 878
Account 879
Account 880
Account 901
Accou nt 902
Account 903
Account 905
Account 908
Account 909
Account 910
Account 920
Account 922
Account 930

$ 1 6 8  s
(35,615)

(10)
(25,080)

(7,571)
(28,325)
(33,118)
(24,052)
(16,686)
(19,751)
(57,725)

(1 ,652)
(1 ,400)

0
0

6,167
(867)

0
(245,517) $

15,522
233,841

6,776
160,370

48,424
179,386
209,595
170,230
105,518
126,770
451,123

10,504
13,313

0
0

668,285
(93,963)

0
2,307,693

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19 Total Operating Expense $

16 , 354  $
269,456

6,786
185,450

55,995
207,711
242,713
194,282
123,203
146,520
508,848

12,156
14,712

0
0

662,119
(93,096)

0
2,553,210 $

Maintenance
20
21
22
23
24
25
26
27
28

Account 885
Account 886
Account 887
Account 889
Account 892
Account 893
Account 894
Account 935

$ 83,771 $
806

255,705
44,062

185,045
38,627

5,941
32,832

646,788 $

(11 ,040) $
(108)

(34,664)
(5,936)

(25,178)
(5,209)

(795)
(3,799)

(86,728) $

72,731
698

221,041
38,126

159,866
33,418

5,147
29,033

560,059

20
21
22
23
24
25
26
27
28Total Maintenance Expense

29 Total Operations and Maintenance

$

$ 3,199,998 $ (332,245) $ 2,867,752 29

$ 168 $
(236,701 )

(95,813)
(1 ,400)

0
1 ,501

(332,245) $

16,522
1,539,648

694,914
13,313

0
603,355

2,867,752

30
31
32
3 3
34
35
3 6

30
31
32
33
34
35
36

Functionalization
Other Gas Supply
Distribution
Customer Accounts
Customer Service & Information
Sales
Administrative and General

Total $

16,354 $
1 ,776,349

790,727
14,712

0
601 ,854

3,199,998 $

Explanation
To annualize labor and related loadings as of April 30, 2007, to reflect within-grade
increases through April 2008, and a 6.09% compounded labor increase effective June 2007
and June 2008.

[1] Supporting Workpapers C-2, Adj. 3

Deficiency.xls Laboradj



SCHEDULE C-2
ADJUSTMENT no. 4

Sheet 1 of 1

SOUTHWEST GAS CORPORATION
ARIZONA AND CORPORATE STAFF

INCREMENTAL BILLING COSTS FOR ANNUALIZED CUSTOMERS
FOR THE TWELVE MONTHS ENDED APRIL 30, 2007

ADJUSTMENT no. 4

Line
No. Description

(a)

Reference
(b)

Amount [11
(c)

Line
No.

Company Records
$ 1

2
3
4

1
2
3
4

Bill Print Function
HardwarelSoftware Maintenance Fees & Supplies:
Variable Form Usage Fee from IBM
Equipment Supplies (toner, developer & fusee)
Bill Stock (regular, disconnect & final)

Subtotal - Bill Print Function $

41 ,110
32,100

327,070
400,280

5
6
7

Bill Insert Function
Hardware/Software Supplies:
Supplies (B&H, strapping & tags)
Envelopes (mailing & remittance)

Subtotal - Bill Insert Function

Company Records
$

$

14,353
472,983
487,336

5
6
7

Postage
8
9

Postage for Bills Only
Subtotal - Postage

Company Records $
$

6,280,154
6,280,154

8
9

10 Total Annual Variable Costs Related to Customer Billing Ln4+Ln7+Ln9 $ 10

11
11

12

Annual Number of Bills - Total Company

Incremental Cost per Customer Bill

Company Records

Ln 10 / Ln 11 $

7,167,770

21,145,300

0.34 12

13 Annual Number of Bills in Test Year - Arizona 13

14 14

15

Annual Number of Bills in Test Year As Adjusted - Arizona

Increase in Annual Number of Arizona Bills

Company Records

Company Records

Ln 14 - Ln 13

11 ,340,054

11 ,502,844

162,790 15

16
Adjustment to Recognize Incremental Billing Costs
for Annualized Customers Ln 12*Ln 15 16

17

55,182

0.02 17

18 Ln 14"Lrl 17 18

19

Postage Increase [2]

Postage Adjustment

Total Adjustment (Account 903) Ln 16+Ln 18

$

$

$

$

230,057

285,239 19

Explanation
To recognize the incremental costs of billing for additional customer bills and postage added to the
Test Year based on annualized customer levels.

[1] Supporting Workpapers C-2, Adj. 4

Deficiency.xls IncrCustBillCost



SCHEDULE C-2
ADJUSTMENT no. 5

Sheet 1 of 1
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SCHEDULE c-z
ADJUSTMENT no. 6

Sheet 1 of 1

SOUTHWEST GAS CORPORATION
ARIZONA

EMPLOYEE VEHICLE COMPENSATION
ADJUSTMENT no. 6

Line
no. Description

(a)

Reference

(b)

Account
Number

(c)

Amount

(d)

Line
No.

1 Arizona Company Records 870 $ 55,179 1

2
3
4
5
6

System Allocable
Less: Paiute & SGTC Allocation at 3.96%

Adjustment Before 4-Factor Allocation
Arizona 4-Factor Allocation

Adjustment Allocated to Arizona

Company Records
C-1, Sh 18
Ln 2 - Ln 3
C-1, Sh 17
Ln 4 * Ln 5 920

$ 262,239
10,389

$ 251 ,850
56.70%

$ 142,799

2
3
4
5
6

7 Total Adjustment L n 1 + L n 6 $ 197,978 7

Explanation
To remove imputed earnings associated with an employees' personal use of a company vehicle.
Includes employees who fall under "Category D" of the Southwest Gas Standard Practice 100.1 .

DefTciency.xls Vein Comp



SCHEDULE c-2
ADJUSTMENT no. 7

Sheet 1 of 1

SOUTHWEST GAS CORPORATION

ARIZONA

OUT OF PERIOD EXPENSES

ADJUSTMENT no. 1

Line
No. Description

(a)

Reference
(b)

Account
Number

(c)

Total

(d)

Line
No.

1
2
3

Arizona
J/E 335 [1]
J/E 335 [1]

Subtotal

Company Records
Company Records

Ln 1 + Ln 2

887
892

$

$

113,670
113,670
227,339

1
2
3

Company Records 925 $ 4
5
6
7
8
9
10
11

4
5
5
7
8
9
10
11

Svstem Allocable
70898270
70898393
70898275

Subtotal
Less: Paiute & SGTC Allocation at 3.96%

Amount to be Allocated
Arizona 4-Factor

Net System Allocable to Arizona

Ln4+Ln5+Lr\6
C-1,Sh18
Ln 7*Ln8
C-1,Sh 17
Lrl9*Ln 10

12 Total Adjustment Ln3+Ln 11

$

$

$

$

101,747
180,883
182,578
465,208

3.96%
446,779

56.70%
253,323

480,662 12

[1] To include Arizona expenses charged to Southern Nevada erroneously during the test year (April 2007).
[2] To remove reclassification booked during the test year (May 2006) of three payments made prior to the test year

year (April 2008).

Deficiency.xls Out of Period



SCHEDULE C-2
ADJUSTMENT no. 8

Sheet 1 of 1

SOUTHWEST GAS CORPORATION

ARIZONA
LEAK SURVEY AND REPAIR

ADJUSTMENT no. 8

Line
No. Description

(a)

Account
Number

(b)

Leak
Repair [1 ]

(c)

Accelerated
Leak

Survey [1 ]

(d)

Total
Adjustment

(e)

Line
No.

887

892

$ (143,226)

(73,832)

(217,058)

1

2

3

1

2

3

Maintenance of Mains

Maintenance of Services

Total Adjustment [2]

[1] Supporting Workpapers C-2, Adj. 8

$

(71,515) $

(20,865)

(92,379) $

(71,712) $

(52,967)

(124,679) $

Deficiency.xls Leak



SCHEDULE C-2
ADJUSTMENT no. 9

Sheet 1 of 1

SOUTHWEST GAS CORPORATION
ARIZONA

SURCHARGE ADJUSTMENTS
ADJUSTMENT no. 9

Line
No. Description

(a)

Account
Number

(b)

Amount II]
(c)

Lne
No.

1 407.3 $ 2,287,572

$

1

2
3
4
5
6

Recorded Regulatory Amortization
Adjustments: [2]

R&D
TRIMP
Demand Side Management (DSM)

Total Adjustments (Ln 2 + Ln 3 + Ln 4)
Annualized Regulatory Amortization (Ln 1 + Ln 5) 407.3

$
$

(755,950)
(551 ,530)
(642,568)

(1 ,950,048)
337,524

2
3
4
5
6

7
8
g

Test Year TRIMP Costs [3]
TRIMP written off [4]

O&M Expense Adjustment [5] (Ln 7 + Ln 8)

182.3
887
887

920,914
(348,690)
572,224

7
8
g

10 Total Revenue Requirement Impact (Lm 5 + Ln 9)

$

$

$ (1,377,824) 10

[1] Source: Company Records
[2] R&D, TRIMP, and DSM costs are recovered through a surcharge. Since the Company

is not including the offsetting revenue in revenue at present rates, the expense
is being removed with this adjustment.

[3] TRlMP costs were deferred to Account 182.3, and 50% of these costs were recovered
through a surcharge per Decision No. 68487.

[4] Disallowed TRIMP costs were written off to Account 887. There is a one month lag
between the transaction posting date and the write-off date.

[5] Southwest is requesting to recover its ongoing non-capital related incremental TRIMP costs
in base rates, based on test year expenditures, and to discontinue the TRIMP surcharge.

Deficiency.xls Surchg



SCHEDULE C-2
ADJUSTMENT no. 10

Sheet 1 of 1

SOUTHWEST GAS CORPORATION

ARIZONA

INJURIES AND DAMAGES

SELF-INSURED RETENTION NORMALIZATION

ADJUSTMENT no. 10

Line
No. Description [11

(a)

Reference
(b)

Allocation
Percent

(c)

System
Allocable

(d)

10-year
Total
(e)

Total
Arizona
Accrual

(f)

Line
No.

WP c-z, Adj. 10

1
2
3
4
5

Claims Paid
< $1 ,000,000
At $1 ,000,000
$1 ,000,000 < $10,000,000
Total Claims Paid
10 Year Average

1
2
3
4
5

6 LessFERC Allocation @ 3.96% C-1,Sh 18 3.96%

Net System Allocable

$ 7,698,138
8,000,000

16,963,879
$ 32,662,017

$ 3,266,202

(129,342)

$ 3,136,860

$ 1,778,600

6

7

8

7

8 Arizona 4-Factor C-1,Sh 17 56.70%

c-1, sh 18

C-1,Sh 17

$
3.95%

$
56.70%

100.00%

200,000
(7,920)

192,080

9
10
11
12
13
14

g
10
11
12
13
14

Recorded Amounts [2]
Less FERC Allocation @ 3.96%

Net System Allocable
Arizona 4-Factor
Arizona Direct [2]

Total Reoorded Arizona

108,909
(558,765)
(449,856)

15 Total Adjustment (Ln 8 - Ln 14)

$

$

s 2,228,455 15

[1] Supporting Workpapers C-2, Adj. 10
[2] Source: Company Records

Deficiency.xls Self-Insured



SCHEDULE C-2
ADJUSTMENT no. 11

Sheet 1 of 1

SOUTHWEST GAS CORPORATION

ARIZONA
AMERICAN GAS ASSOCIATION (AGA) DUES

ADJUSTMENT no. 11

Line
No. Description

(a)

Reference
(b)

Account
Number

(c)

Amounts

(d)

Line
No.

1 2007 AGA Dues 1

2

930.2 $ 401,975

3.39% 2

3

Marketing & Lobbying Percentage

Marketing 8¢ Lobbying Amount of Dues

Company Records

WP C-2, Adj. 11

Ln 1 * Ln 2 3

4 Less: Paiute & SGTC Allocation at 3.96%

$ (13,627)

540 4

5 Adjustment to AGA Dues Before 4-Factor

C-1,Sh 18

Ln 3+Ln4 5

6 Arizona 4-Factor Allocation c-1, sh 17

$ (13,087)

56.70% 6

7
Adjustment to Arizona for Removal of

Marketing & Lobbying from AGA Dues Ln 5*Ln6 $ (7,420) 7

Explanation:
To remove from test year expenses that portion of the AGA dues paid by SWG that have
been disallowed in prior rate cases.

Note: AGA eliminated promotional expenditures in 2000.

Deficiency.xls AGADues
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ADJUSTMENT no. 12

Sheet 1 of 1
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SCHEDULE C-2
ADJUSTMENT no. 13

Sheet 1 of 1

SOUTHWEST GAS CORPORATION

ARIZONA

SCHEDULE OF ESTIMATED INCREMENTAL RATE CASE EXPENSE
ADJUSTMENT no. 13

Line
No. Description

(a)

Account
Number

(b)

Estimated
Amounts

(C)

Line
No.

1 $ 1

2

2007 Arizona Rate Case

Printing/Copying/Postage/Freight

Professional Services 2

3 Notice/publication 3

4 4

5 5

6

55,000

120,000

10,000

16,000

75,000

$ 276,000 6

7 3 7

8 928 $ 8

g 928 g

10

Court Reporting

Travel/Transportation

Total Arizona Rate Case Expense

Amortization Period (In Years) [1]

Annual Arizona Rate Case Expense (Ln 6 / Ln 7)

Rate Case Expense Recorded in Test Year

Adjustment to Test Year Expense (Lm 8 - Ln 9) $

92,000

125,693

(33,693) 10

Source: Company Records

[1] The Company proposes to amortize its incremental rate case expense over three
years, which is the estimated length of its Arizona rate case cycle.

Deficiency.xls Rate Case Exp



SCHEDULE C-2
ADJUSTMENT no. 14

Sheet 1 of 1
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SCHEDULE C-2
ADJUSTMENT no. 15

Sheet 1 of 1

SOUTHWEST GAS CORPORATION
ARIZONA

PROPERTY TAX
ADJUSTMENT no. 15

Line
No. Description

(a)
Reference

(b)
Arizona

(¢)

Line
No.

1 1

2

B-2, sh 1 $ 1,267,124,120

B-5, Sh 3 12,389,898 2

3
4

Adjusted Net Plant in Service
Add:
Materials and Supplies

Less:
Transportation Equipment
Land Rights

[1]
[2]

(27,969,828)
(1 ,823,920)

3
4

5
6

Estimated Full Cash Value
2008 Assessment Rate

Ln1 toLn4 $ 1 ,249,720,269
23.00%

5
6

7
8

Assessed Value
Property Tax Rate

L n 5 * L n 6  $ 287,435,662
11 .52%

7
8

9
10
11

Annualized Property Tax Expense
Recorded Property Tax Expense

Total Adjustment

L n  7 * L n 8  $
C-1,Sh 16

Ln9-Ln 10 $

33,112,588
28,899,902
4,212,687

9
10
11

Explanation:
To annualize Property Tax Expense to reflect adjusted investment at 04/30/07
based on estimated 2007 property tax rates and the statutory 2008 assessment ratio.

[1] Adjusted balance net of accumulated depreciation. Supporting Workpapers B-2
[2] Balance as recorded at 04/30/07. Supporting Workpapers B-2

Deficiency.xls Prop Tax
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SCHEDULE C-2
ADJUSTMENT no. 16

Sheet 1 of 1

SOUTHWEST GAS CORPORATION
ARIZONA

INTEREST ON CUSTOMER DEPOSITS
ADJUSTMENT no. 16

Line
No. Description

(3)

Account
Number

(b)

Recorded
at 04/30/07 [11

(c)

Adjustment

(d)

Adjusted
at 04/30/07

(e)

Line
No.

1 Interest Expense 431 $ 1,856,153 $ 59,161 $ 1,915,314 1

235
$ 2

3
4
5
6
7
8
g

2
3
4
5
e
7
8
9
10
11
12
13
14

Customer Deposits
April 2006
May
June
July
August
September
October
November
December
January 2007
February
March
April

29,940,533
30,244,307
30,534,168
30,907,667
31 ,068,422
31 ,294,649
31 ,925,334
32,387,660
32,677,847
32,866,855
33, 171 ,595
33,562,862
34,402,771

10
11
12
13
14

15 Thirteen Month Total $ 414,984,669 15

16
17

Thirteen Month Average
Interest Rate

$ 31,921,898
6.00%

16
17

18 Adjusted Interest Expense $ 1,915,314
Ln 1

18

Explanation:
To synchronize interest on customer deposits with the adjusted average of the
thirteen monthly balances of customer deposits used as a rate base reduction.

[1] Supporting Workpapers C-2, Adj. 16

Deficiency.xls Inf Cust Dep



SCHEDULE C-3
Sheet 1 of 2

SOUTHWEST GAS CORPORATION

ARIZONA

COMPUTATION OF GROSS REVENUE CONVERSION FACTOR

Line
No. Description

(a )

Base
Amount

(b)

Rate
(C)

Amount
(d)

Line
No.

1 $ 1 ,000.00 1

2

Gross Operating Revenues

Less: Uncollectibles [1] $ 1,000.00 2.99 2

3 Subtotal

0.2989%

$ 997.01 3

4 Less: State Income Tax [2] $ 997.01 69.47 4

5 Subtotal

6.9680%

$ 927.54 5

6 Less: Federal Income Tax [2] $ 997.01 324.64 6

7 Total

32.5612%

$ 602.90 7

8 Gross Revenue Conversion Factor( Ln 1 I Ln 7) 1.6586
A-1, sh 1

8

[1] Uncollectibles divided by Test Year Recorded Revenue
[2] Supporting Schedule C-3, Sh 2

Deficiency.xls C-3 Rev Conversion



SCHEDULE C-3
Sheet 2 of 2

SOUTHWEST GAS CORPORATION
ARIZONA

COMPUTATION OF STATE AND FEDERAL TAX RATES

AS OF APRIL 30, 2007

Line
No. Rate

(C)

Line
No.

1 Current State Income Tax Rate (S!T)

Description
(a)

6.9680% 1

35.0000% 2

3

2

3

Current Federal Income Tax Rate (FIT)
Effective Rate = FIT x (1-ESIT)

.35 x (1-.06968)

Rate
(b)

32.5612%

4 Total Effective Rate 39.5292%
c-1, sh is

4

Deficiency.xls Income Tax Detail
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SCHEDULE D-1
Sheet 1 of 2

SOUTHWEST GAS CORPORATION
TOTAL ARIZONA

COST OF CAPITAL AT APRIL 30, 2007

Line
No. Description

(a)

Capital
Ratio
(b)

Capital
Cost
(C)

Weighted
Cost of
Capital

(d)

Line
No.

1 51 .00% 4.06% 1

2 4.00% 0.33% 2

Long-Term Debt

Preferred Equity

Common Equity

7.96% [1]

8.20% [2]

11 .25% [3] 5.06%

9.45%

33

4 Total

45.00%

100.00% 4

[1] Reference Schedule D-2, Sheet 1 of 4
[2] Reference Schedule D-3, Sheet 1 of 2
[3] Reference Schedule D-4, Sheet 1 of 1

SCHEDULE D - 2007.xls
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SCHEDULE D-2
Sheet 1 of 4

SOUTHWEST GAS CORPORATION
TOTAL ARIZONA

cosT OF DEBT AT APRIL 30, 2007

Line
No. Description

(a)

Net Principal
Amount

Outstanding
(b)

Interest
Rate
(c)

Cost of
Debt
(d)

Line
No.

1
2
3

Fixed Rate Debt [1]
Variable Rate Debt [2]

Total Long-Term Debt

$

$

590,463,379
53,169,199

643,632,578

8_11%
6.27%
7.96%

$

$

47,871 ,327
3,332,516

51 ,203,843

1
2
3

[1] Reference Schedule D-2, Sheet 2 of 4
[2] Reference Schedule D-2, Sheet 3 of 4

SCHEDULE D . 2007.XIS
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SCHEDULE D-4
Sheet 1 of 1

SOUTHWEST GAS CORPORATION
TOTAL ARIZONA

COST OF COMMON EQUITY

Line
No. Description

Line
No.

1
A cost of common equity of 11.25 percent is recommended by Southwest Gas

Corporation as more fully explained and supported in the direct testimony of Mr.
Frank J. Hanley.

1
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SCHEDULE E-2
Sheet 1 of 2

SOUTHWEST GAS CORPORATION
ARIZONA

COMPARATIVE INCOME STATEMENTS

Line
No. Description

(a)

For the
Test Year Ended

4/30/07
(b)

For the
Year Ended

12/31/06
(G)

For the
Year Ended

12/31/05
(d)

Line
No.

1 $ 996,389,571 $ 895,549,006 $ 748,627,816 1

2 914,451,814 827,185,527 708,138,708 2

3 $ 81,937,757 $ 68,363,479 $ 40,489,108 3

4

Operating Revenue

Operating Expenses and Taxes

Operating Income

Other Income and Deductions 0 0 0 4

5 Income Before Interest Deductions 5

6 Net Interest Deductions 6

7 Net Income

$ 81,937,757 $ 68,363,479 $ 40,489,108

47,844,172 47,089,555 45,778,673

$ 34,093,586 $ 21,273,925 s (5,289,565) 7

E Scheds.xls E-2 Comparative Income Stmt



SCHEDULE E-2
Sheet 2 of z

SOUTHWEST GAS CORPORATION
STATEMENTS OF INCOME

Line
No . Description

(a)

Year Ended
4/30/07

(b)

Year Ended
12/31/06

(C)

Year Ended
12/31/05

(d)

Line
No.

1

Utility Operating Income
Operating Revenues (400) $ 1,819,838,987 $ 1,714,338,144 $ 1,444,439,794 1

$ 1,384,748,289
59,699,065

135,124,525
7,814,947

154,011

$1,301 ,655,495
57,731,331

131,614,569
8,241,888

154,011

$ 1,094,523,587
52,482,297

123,211 ,463
8,213,1311

154,011

2
3
4
5
6
7
8
g
10
11
12
13
14
15

2
3
4
5
G
7
8
g
10
11
12
13
14
15

Operating Expenses:
Operation Expense (401)
MaintenanceExpense(402)
Depreciation Expense (403)
Amortization of Other Limited Term Gas Plant(404.3)
Amortization ofUtility PlantAcquisition Adjustment (406)
Amortizationof PropertyLosses (407.1)
Amortization ofRegulatory assets(407.3)
Taxes Other than Income Taxes (408.1 )
income Taxes - Federal(409.1)
Income Taxes - Other (409.1)
Provision for Deferred IncomeTaxes (410.1)
Provision for Deferred Income Taxes- Credit(411 .1)
Investment TaxCredit Adjustment - Net (411 .4)

Total Utility OperatingExpenses

2,287,572
37,842,709
59,947,616
7,045,314

52,267,390
(83,018,417)

(867,576)
$ 1,663,045,445

1 ,425,096
34,166,679
19,186,368
3,395,307

101,021,935
(93,463,370)

(867,576)
s 1,564,262,733

1,307,538
38,082,454
(1 ,488,394)

921 ,895
99,662,898
(84,866,110)

(867,576)
s 1,331,337,384

18 Net UtilityOperating Income $ 156,793,542 $ 150,075,411 $ 113,102,410 16

$ $ s
17,690,170
7,303,140
1,424,293

19,446,160
9,389,622
1,372,036

14,479,596
7,226,036

966,689

17
18
19
20
21
22
23

17
18
19
20
21
22
23

Other Income and Deductions
Other Income:

Non-Utility Operating Income (415-418)
Equity In Earnings of Subsidiary Companies (418.1)
Interest and Dividend Income (419)
Allowance for Equity Funds Used During Construction (419.1)
Amortization of Investment Tax Credits (420)
Mlsoellaneous Non-Operating Income (421 )

Total Other Income $

91 ,439
26,509,042 $

779
30,208,597 $

295,573
22,967,894

$ $ s 26,358
1,074,955
1,101,313

24
25
26

24
25
25

Other (Income)Deductions:
Miscellaneous Amortization (425)
Miscellaneous (Income)Deductions (426)

Total(Income)Deductions $

26,358
1,044,901
1,071 ,265 $

26,358
169,178
195,536 $

$ 4,421
977,586

1 ,257,832

$ 4,421
1,536,215
1,385,913

$ 11 ,760
2,181 ,392
(349,305)

27
28
29
30
31

27
28
29
30
31

TaxesApplicable to Otherlnoome and Deductions
Taxes Otherthan Income Taxes (408.2)
leone Taxes - (4092)
Provision for DefeaTedIncome Taxes (410.2,411 .2)
InvestmentTax Credit Adjustment - Net (411 .5)

Total Taxes Applicable to Other lnoome and Deductions $ 2,239,839 $ 2,926,549 $ 1 ,843,847

32 Net Other Income and (Deductions) $ 23,197,938 $ 27,086,512 $ 20,022,734 32

$ $ $

s $ $

33
34
35
36
37
38

33
34
35
35
37
38

Interest Charges
Interest on Long-Term Debt (427)
Amortizationof Debt Dismount and Expense (428)
OtherInterestExpense(430-431 )

Total Interest Charges
Allowance for Borrowed Funds UsedDuringConstruction (432)

Net Interest Charges $

79,350,696
3,952,146

11,083,936
94,386,778
1 .340,971

93,045,807 $

80,043,345
3,466,931

11 ,148,594
94,658,870
1,356,704

93,302,166 $

76,055,512
3,699,622

10,593,169
90,348,303
1,046,495

89,301,808

39 Net lncome $ 86,945,673 $ 83,859,757 $ 43,823,336 39

E Scheds.xls E-2 lnoome Statement



SCHEDULE E-3
Sheet 1 of 1

SOUTHWEST GAS CORPORATION
TOTAL SYSTEM

COMPARATIVE STATEMENT OF CASH FLOWS

Line
No. Description

(a)

Test Year
Ended
4/30/07

(b)

Year Ended
12/31/06 12/31/05

(C) (d)

Line
No.

1 $ 87,821,323 $ 83,859,756 $ 43,823,336 1

2
3

145,381,056
(30,177,984)

141 ,435,564
2,458,247

132,886,324
14,465,375

2
3

18,866,845
(3,400,000)
88,264,127

(46,758,655)
42,498,069

(31,320,586)
(4,900,000)
32,407.911
14,230,885
1 ,550,287

(7,597,731)
(200,000)

(27,338,920)
114,196,255

6,284,511

4
5
6
7
8
9

10
11

4
5
6
7
8
g

10
11

CASH FLOWS FROM OPERATING ACTIVITIES:
Net Income
Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and amortization
Deferred income taxes
Changes in current assets and liabilities:

Accounts receivable
Accrued utility revenue
Unrecovered purchased gas costs
Accounts payable
Accrued taxes
Other current assets and liabilities

Other
Net cash provided by operating activities $

(12,965,202)
289,529,579 $

4,032,851
243,754,915 $

(64,815,617)
211 ,703,533

12
13
14

CASH FLOWS FROM INVESTING ACTIVITIES:
Construction expenditures
Other

Net cash used in investing activities

$ (327,268,841) s (300,932,762) $ (256,350,020)
31,026,415 31,567,651 7,231,287

$ (296,242,426) $ (269,365,111) $ (249,118,733)

12
13
14

$ 65,896,688 $ 72,452,285 $ 64,135,240

(34,012,501)
55,948,400

(139,989,000)

(33,500,237)
79,948,400

(78,000,000)
(24,000,000)
16,900,448 $

(31 ,227,582)
123,255,748
(25,000,000)
(76,000,000)
55,163,406

15
16
17
18
19
20
21
22

15
16
17
18
19
20
21
22

CASH FLOWS FROM FINANCING ACTIVITIES:
Issuance of common stock
Issuance of preferred securities, net
Retirement of preferred securities
Dividends paid
Issuance of long-term debt, net
Retirement of long-term debt
Issuance (repayment) of short-term debt

Net cash provided by (used in) financing activities $ (52,156,413) $

23
24
25

Change in cash and temporary cash investments $
Cash at beginning of period
Cash at end of period $

(58,869,260) $
69,544,757
10,675,497 $

(8,709,748) $
26,460,546
17,750,798 $

17,748,206
8,712,340

26,460,546

23
24
25

E Scheds.xls E-3 Comparative Cash Flows
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SCHEDULE E-5
Sheet 1 of 2

SOUTHWEST GAS CORPORATION

ARIZONA

DETAIL OF UTILITY PLANT _ NET ADDITIONS

FOR THE YEAR ENDED APRIL 30,  2007

Line
No. Description

(a)

Account
Number

(b)

Balance at
30-Apr-07

(C)

Net Plant
Additions

(Deletions)

(d)

Balance at
31-Dec-06

(e)

Line
No.

301
302
303

$ 42,653 $
1 ,877,392
1 ,957/665
3,877,710 $

42,653
1 ,887,993
1 ,957,665
3,888,311

1
2
3
4

1
2
3
4

Intangible
Drganizational Costs
Franchise and Consents
Miscellaneous Intangible

Total Intangible $

0  $
(10,601)

0
(10,G01)$

5
6
7
8
g

10
11
12
13
14

Distribution
Land and Land Rights
Rights of Way
Structures
Mains
Measuring and Regulating Station
Services
Meters
Industrial Measuring and Reg. Station
Other Equipment

Total Distribution

374.1
374.2
375
376
378
380
381
385
387

$ 351,685 $
1,064,064

110,557
983,275,239

32,428,418
605,265,994
226,663,229

7,449,951
462,730

$ 1,857,071,867 $

0  $
0
0

39,661 ,687
1 ,327,647
9,829,741

18,298,523
137,686

0
69,255,284

351 ,685
1,064,064

110,557
943,613,552

31 ,100,771
595,436,253
208,364,706

7,312,265
462,730

$ 1,787,816,583

5
6
7
8
9

10
11
12
13
14

General
15
16
17
18
19
20
21
22
23
24
25
26
27
28

Land and Land Rights
Structures & Improvements - General
Structures and Improve. - Leasehold
Office Furniture and Equipment
Computer Equipment
Transportation Equipment
Stores Equipment
Tools, Shop, Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment - General
Telemetering Equipment
Miscellaneous Equipment

Total General

389
390.1
390.2
391
391 .1
392.1
393
394
395
396
397
397.2
398

$ 8,418,416 $
26,064,967

986,219
5,440,159
8,563,368

31 ,126,359
542,520

5,225,024
279,065

4,309,295
2,658,259

789,376
892,348

95,295,375 $

1,963,827 $
314,145

0
560,913
516,820
704,486

0
182,670

0
203,746
514,902

17,205
40,049

5,018,763 $

6,454,589
25,750,a22

986,219
4,879,246
8,046,548

30,421 ,873
542,520

5,042,354
279,065

4,105,549
2,143,357

772,171
852,299

90,276,612

15
16
17
18
19
20
21
22
23
24
25
26
27
28

29 Total Plant in Service

$

$ 1,956,244,952 $ 74,263,446 $ 1 ,881 ,981 ,506 29

30 14,716,205 (15,874,556) 30,590,761 30

31 692,030,569 20,111,974 571,918,595 31

32

Construction Work in Progress

Less: Accumulated Depreciation/Amort.

Total Net Plant s 1,278,930,588 $ 38,276,916 $ 1,240,653,672 32

E Scheds.>ds E-5 Net Additions



SCHEDULE E-5
Sheet 2 of 2

SOUTHWEST GAS CORPORATION

SYSTEM  ALLOCABLE PLANT

DETAIL OF UTILITY PLANT _ NET ADDITIONS

FOR THE YEAR ENDED APRIL 30,  2007

Line
No. Description

<a)

Account
Number

(b)

Balance at
30-Apr-07

(C)

Net Plant
Additions

(Deletions)

(d)

Balance at
31-DeC-06

(e>

Line

No.

1
2
3

Intangible
Organizational Costs
Miscellaneous Intangible

Total Intangible

301
303

$

$

61,816 $
111,648,261
111,710,077 $

0  $
1,375,104
1,375,104 $

61,816
110,273,157
110,334,973

1
2
3

General
4
5
6
7
8
9

10
11
12
13
14
15
16
17

Land and Land Rights
Structures and Improvements - Gen
Structure and Improve. - Leasehold
Office Furniture and Equipment
Computer Equipment
Transportation Equipment - Light
Transportation Equipment - Heavy
Stores Equipment
Tools, Shop, Garage Equipment
Laboratory Equipment
Communication Equipment
Telemetering Equipment
Miscellaneous Equipment

Total General

389
390.1
390.2
391
391.1
392.11
392.12
393
394
395
397.1
397.2
398

$ 391 ,307 $
13,696,291

4,232,645
9,413,589

14,358,835
3,495,826

86,303
24,106

232,096
281 ,078

5,376,875
286,958
882,254

52,758,163 $

0  $
127,552
115,411
410,465

29,491
38,713

0
0
0

9,868
305,579

6,933
0

1,044,012 $

391,307
13,568,739
4,117,234
9,003,124

14,329,344
3,457,113

86,303
24,106

232,096
271 ,210

5,071 ,296
280,025
882,254

51 ,714,151

4
5
6
7
8
9

10
11
12
13
14
15
16
17

18

$

$ 164,468,240 $ 2,419,116 $ 162,049,124 18

19 3,707,879 (1 ,254,849) 4,962,728 19

20

Total Systems - Plant in Service

Construction Work in Progress

Less: Accumulated Depreciation/Amort. 106,157,029 1,513,306 104,643,723 20

2121 Total Net Plant $ 62,019,090 $ (349,039) $ 62,368,129

E Scheds.xls E-5 Net Additions



SCHEDULE E-6
Sheet 1 of 1

SOUTHWEST GAS CORPORATION
ARIZONA

COMPARATIVE DEPARTMENTAL OPERATING INCOME STATEMENTS

Line
No. Description

(a)

For the
TestYear Ended

4/30/07
(b)

For the
Year Ended

12/31/06
(c)

For the
Year Ended

12/31/05
(d)

Line
No.

Revenues
1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16

Residential
Small Commercial
Large Commercial
Small Industrial
Commercial-Compressed Nat. Gas
Irrigation/Water Pumping
Industrial-Essential Agriculture
Procurement Sales
Other Gas Sales
Transportation of Gas for Others
Rent from Gas Property
Other Gas Revenues
Miscellaneous Service Revenue
LlRA Program Recovery
Accrued Unbilled Revenues

Total Revenues

$ 534,629,012
242,901 ,625
62,979,199
45,642,205
2,493,836

12,830,537
23,610,155
44,370,052

173,495
11 ,659,328

512,498
0

11 ,749,308
868,933

1 ,969,388
$ 996,389,571

s 459,375,848 $
223,648,183
55,965,426
45,890,749

2,522,813
13,109,820
20,104,961
48,895,478

160,790
10,513,078

517,160
0

11,227,851
584,995

3,031,854
$ 895,549,006

377,481 ,564
177,615,441
35,133,244
32,947,420

2,002,307
13,103,224

8,084,740
82,336,266

175,973
9,058,071

614,217
0

10,002,293
(38,475)
111 ,531

$ 748,627,816

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16

17
18
19
20
21
22
23
24
25
26
27
28
29
30

Ooeratinu Expenses
Other Gas Supply and Gas Cost
Transmission
Distribution
Customer Accounts
Customer Service & information
Sales
Administrative and General
Depreciation and Amortization
Interest on Customer Deposits
Taxes Other Than Income
Income Taxes - Federal
Income Taxes - State

Total Expenses
Operating Income

$ 594,109,743
0

87,644,582
37,800,950

1,320,355
230,155

53,970,196
86,665,721

1,856,153
28,912,193
18,007,537

3,934,229
$ 914,451,814
$ 81,937,757

$ 525,175,154 $
(0)

85,228,447
37,261,156

889,541
250,732

53,266,327
83,858,314

1,876,829
25,391,691
11,455,272

2,532,064
as 827,185,527 $
$ 68,363,479 $

425,287,419
12,556

81 ,675,844
35,037,768

674,654
105,813

57,242,109
79,019,889

1 ,705,847
30,021 ,921
(2,245,297)

(399,817)
708,138,708
40,489,108

17
18
19
20
21
22
23
24
25
26
27
28
29
30

E Scheds.xls E-6 Comp Dept Income Starts



SCHEDULE E-1
Sheet 1 of 3

SOUTHWEST GAS CORPORTATION
ARIZONA DIVISION

OPERATING STATISTICS
FOR THE TEST YEAR ENDED APRIL to, 2007

Line
No. Description

(a)

Schedule
No.
(b)

Average
Customers

(c)

Sales
(Therms)

(6)

Average per
Customer

(e)

Line
No.

G-5 ago 1
1

2 G-8 212 2

3
3

335

245 4
4

5

844,801

30 v690

25,929

2,193

108

287,627,196

6,507,195

8,687,972

538,091

143,315 1,327 5

G-10

G-11

G-15

G-16 0 0 Lu e
6

Residential Gas Service

Multi-Famliy Residential Gas Service

Lew Income Residential Gas Service

Multi-Family Low Income Residential Gas Service

Special Residential Gas Service for NC

Special Resldentlal Gas Service for Electric Generation

Master Metered Mobile Home Park
Gas Service G-20 164 2,214,306 13,502 7

7

G-25

8
g
10
11

General Gas Service
Small
Medium
Large
Transportation Ellgible

16,961
15,047
6,977

145

5,112,687
45,322,582

145,251,712
81,978,951

301
2,a24

20.817
565,372

8
9
10
11

12 G-30 1 34,477,100 34,477,100 12

0 0 13
13

25 14
14

15

Optional Gas Service

Gas Service to Armed Forces

Air Conditioning Gas Service

Street Lighting Gas Service

G-35

G-40

G-45 27

744,265

102,289

30,378

3,7aa 15

G-55

16
17
18

Gas Service for Compression on
Customer's Premises

Small
Large
Residential

21
24

106

177,495
2,060,152

17,361

8,452
a5,840

730

16
17
18

G-80 21 21,521,948 1 ,024,855 19
19 Cogeneration Gas Service

Small Essential Agriculture User
Gas Service 87 20

20

21

G-75

G-80 425 21
Natural Gas Engine Gas Service

Total Gas Sales 944,753

7,214,684

13,070,981

862,830,290

82,611

30,725

702 22
22

Transportation Service Including
Special Contract T-1/B-1 458,549 23

24

23

24 Total Arizona

247

945,001

113,414,439

776,244,729 821



SCHEDULE E-7
Sheet 2 of 3

SOUTHWEST GAS CORPORTATION
ARIZONA DIVISION

OPERATING STATISTICS
FOR THE TWELVE MONTHS ENDED DECEMBER 31, 2005

Line
No. Description

(a)

Schedule
No.

(b)

Average
Customers

(G)

Sales
(Therms)

(d)

Average per
Customer

(s)

Une
No.

1 Residential Gas Service G-5 318 1

2 G-6 193 2

a G-10 328 a

4 G-11 217 4

5 G-15

810,250

28,272

24,343

1,983

114

257,670,165

5,445,774

7,865,249

430,457

142,235 1,248 5

6

Multi-Family Residential Gas Service

Low Income Residential Gas Service

Multl-Family Low lnoome Residential Gas Service

Special Residential Gas Service for NC

Special Residential Gas Service for Electric Generation G-16 0 0 5

7
Master Metered Mobile Home Park

Gas Service G-20 175 2,124,139 12,126 7

G-25

8
9
10
11

General Gas Sewlce
Small
Medium
Large
Transportation Eligible

14,215
1B,777
5,938

138

2,718,743
44,692,733

146,196,011
79,244,698

191
2.380

21,011
574,931

8
g
10
11

12 G-30 5 12

13

Optional Gas Service

Gas Service to Armed Forces G-35 6 13

14 Air Conditioning Gas Service G-40 27 14

15 Street Lighting Gas Sewioe G-45 26

73,283,590

1 ,967,601

782, 191

101,268

14,416,444

310,674

29,332

a,901 15

G-55

16
17
18

Gas Service for Compression on
Customer's Premises
Small
Large
Residential

23
25

105

191,705
2,220,080

74,348

a,187
90,003

711

16
17
18

19 Cogeneration Gas Servioe G-60 22 18,701 ,265 8ee,4s8 19

20
Small Essential Agriculture User

Gas Service G-75 96 20

21 G-80 471 21

22

Natural Gas Engine Gas Service

Total Gas Sales 908,011

8,778,744

13,755,821

666,386,817

91,445

29.190

736 22

23
Transportation Service Including

Special Contract T-1lB-1 219 23

24 Total Arizona 906,230

11 ,031 ,432

737,418,249

324,715

814 24



SCHEDULE E-7
Sheet 3 of 3

SOUTHWEST GAS CORPORTATlON
ARIZONA DIWSION

OPERATING STATISTICS
FOR THE TWELVE MONTHS ENDED DECEMBER 31, 2005

Line
No. Description

(a)

Schedule
No.

(b)

Average
Customers

(c)

Sales
(Therms)

(d)

Average per
Customer

(e)

Line
No.

1 Residential Gas Service G-5 314 1

2 G-6 211 2

3

Multti-Family Residential Gas Service

Low Income Residential Gas Service G-10 a44 3

4 G-11 149 4

5 G-15

823,164

29,850

26,177

a,e51

126

258,307,113

6,289,177

8,995,604

543,874

181,622 5

6

Multi-Family Low lnoome Residential Gas Servlce

Special Residential Gas Service for NC

Special Resldential Gas Service for Electric Generation G-16 0 29

1,437

174 e

7
Master Metered Mobile Home Park

Gas Service G-20 181 2,221,960 12,276 7

G-25

8
9
10

General Gas Service
Small
Medium
Large

32,724
6,998

115

46,258,768
142,391,261
51,837,818

1,414
20,347

449,461

8
9
10

11 G-30 42 11

12

Optional Gas Service

Gas Service to Armed Fomes G-35 11 12

13 Air Conditioning Gas Service G-40 34 13

14 Street Lighting Gas Service G-45 27

103,976,689

3,153,221

760,755

100,928

2,475,635

286,656

22,709

3,791 14

G-55

15
16
17

Gas Service for Compression on
Customer's Premises

Small
Large
Residential

23
26

101

204,582
2,283,894

69,155

8,831
88,695

684

15
16
17

18 Cogeneration Gas Service G-60 23 15,355,050 677,429 18

19
Small Essential Agriculture User

Gas Service G-75 99 19

20 Natural Gas Engine Gas Service G-80 523 20

21 Total Gas Sales 923,899

8,670,397

14,021,900

665,623,797

81,580

26,836

720 21

22
Transportation Servloe Including

Special Contract T-1/B-1 218 2267,162,701

732,786,498

308,204

793 23
23 Total Arizona _..._ 924,117

| cu

732,785,498
0



SCHEDULE E-8
Sheet 1 of 1

SOUTHWEST GAS CORPORATION

ARIZONA

TAXES CHARGED TO OPERATIONS

AS RECORDED AT APRIL 30, 2007

Line
No. Description

(a)

For the
Test Year Ended

4/30/07

(b)

For the
Year Ended

12/31/06

(c)

For the
Year Ended

12/31/05

(d)

Line
No.

1 $ 18,007,537 $ 11,455,272 $ (2,245,297) 1

2 $ 3,934,229 $ 2,532,084 $ (399,817) 2

3

Federal Taxes
Federal Income Tax

State Taxes
State Income Tax

Local Taxes
Property and Miscellaneous $ 28,912,193 $ 25,391,691 $ 30,021,921 3

E Scheds.xls E-8 Taxes



SCHEDULE E-9
Sheet 1 of 1

SOUTHWEST GAS CORPORATION
NOTES TO FINANCIAL STATEMENTS

The Company uses the accrual method of accounting as prescribed by the
Uniform System of Accounts.

The Company uses the straight line method for calculating depreciation expense.
Depreciation rates by major classification can be found in the Workpapers, .
Schedule C-2.

The Allowance for Funds Used During Construction (AFUDC) rate used in 2006 was 8.96%
and is estimated to be 8.75% for 2007.

Additional information concerning these statements is contained in Southwest's
2006 Annual Report which is included in the instant application.

E Scheds.xls

4.

3.

2.

1.

E-9 Notes to Fin Semis
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SCHEDULE F-1
Sheet 1 of 1

SOUTHWEST GAS CORPORATION
ARIZONA

PROJECTED INCOME STATEMENTS _ PRESENT AND PROPOSED RATES

Line
No. Description

(a)

Test Year Ended
4/30/2007

(b)

Projected Year
Present Rates Proposed Rates

4/30/2008 4/30/2008
(C) (d)

Line
No.

1 Ooeratino Margin $ 402,964,907 $ 406,994,556 $ 453,949,051 1

$

$
$

$
$

701,601 $
89,521,943
38,730,909

1,126,796
0

57,280,777
95,152,859
34,118,626

1,915,314
12,919,971

2,845,505
334,314,300 $

72,680,256 $
48,035,008
24,645,248 $

701 ,601
89,521 ,943
38,730,909
1,126,796

0
57,280,777
95,152,859
34,118,626
1 ,915,314

28,208,918
6,117,294

352,875,036
101 ,074,015
48,035,008
53,039,007

2
3
4
5
6
7
8
g

10
11
12
13
14
15
16

2
3
4
5
6
7
8
g

10
11
12
13
14
15
16

Ooeratina Expenses
Other Gas Supply Expenses
Distribution Expenses
Customer Accounts Expenses
Customer Service and Info. Expenses
Sales Expenses
Administrative and General Expenses
Depreciation and Amortization Expenses
Taxes Other than Income
Interest on Customer Deposits
Federal Income Taxes
State Income Taxes

Total Operating Expenses
Operating Income
Less: Interest Expense

Net Income $

685,079 $
87,644,582
37,800,950

1,320,355
230,155

53,970,196
86,665,721
21 ,941 ,766

1,856,153
18,007,537

3,9M,229
314,056,723

88,908,184
47,844,172
41,064,012 $

17
Earnings per Share of Average Common

Stock Outstanding N/A N/A NIA 17

18 Percent Return on Common Equity N/A N/A N/A 18

F Scheds.xls F-1 Proj Income S ta rts



SCHEDULE F-2
Sheet 1 of 1

SOUTHWEST GAS CORPORATION
TOTAL SYSTEM

COMPARATIVE STATEMENT OF CASH FLOWS

Line
No. Description

(a)

Test Year[1 ]
Ended
4/30/07

(b)

Projected Year[2]
At Present Rates At Proposed Rates

Year Ended Year Ended
12/31/08 12/31/08

(c) (d)

Line
No.

1 $ 87,821 ,323 $ 87,821,323 $ 118,098,884 1

145,381,056
(30,177,984)

154,381,056
(30,177,984)

154,381,056
(30,177,984)

2
3
4
5
6
7
8
g

10
11

2
a
4
5
6
7
8
9

10
11

CASH FLOWS FROM OPERATING ACTNITIESI
Net Income
Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and amortization
Deferred income taxes
Changes in current assets and liabilities:

Accounts receivable
Accrued utility revenue
Unrecovered purchased gas costs
Accounts payable
Accrued taxes

Other
Net cash provided by operating activities

18,866,845
(3,400,000)
88,264,127

(46,758,655)
42,498,069

(12,965,202)
$289,529,579

18,866,845
(3,400,000)
73,600,000

(46,758,655)
42,498,069
(12,965,202)

$283,865,452

18,866,845
(3,400,000)
73,600,000

(46,758,655)
42,498,069

(12,965,202)
$314,143,013

12
13
14

CASH FLOWS FROM INVESTING ACTIVITIES:
Construction expenditures
Other

Net cash used in investing activities

(327,258,841)
31,026,415

(296,242,426)

(300,000,000)
31 ,026,415

(268,973,585)

(300,000,000)
31 ,026,415

(268,973,585)

12
13
14

65,896,688 38,000,000 38,000,00015
16
17
18
19
20
21
22

(34,012,501)
55,948,400

(139,989,000)

(s5,212,501 )

(25,000,000)

(22,212,501)

(35,212,501)

(25,000,000)

(22,212,501)

15
16
17
18
19
20
21
22

cAsH FLOWS FROM FINANCING ACTIVITIES:
Issuance of common stock
Issuance of preferred securities, net
Retirement of preferred securities
Dividends paid
issuance of long-term debt, net
Retirement of long-term debt
Issuance (repayment) of short-tem1 debt

Net cash provided by (used in) financing activities (52, 156,413)

23
24
25

Change in cash and temporary cash investments
Cash at beginning of period
Cash at end of period $

(58,869,260)
69,544,757
10,675,497 $

(7,320,634)
10,675,497
3,354,863 $

22,956,927
3,354,863

26,311,790

pa
24
25

[1] Supporting Schedule E-3
[2] Recap Schedule A-5
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SCHEDULE F-4
Sheet 1 of 1

SOUTHWEST GAS CORPORATION
ARIZONA

ASSUMPTIONS USED IN DEVELOPING PROJECTIONS

1.
2.

Customer Growth
Growth in Consumption and Customer Demand

Margin related to customer growth and consumption is anticipated to
increase by 1% in the year following the test year.

3. Chanqes in Expense
Operation and Maintenance Expenses - The actual amounts for the recorded
test year ended April 30, 2007, were adjusted to give the annual effect for
known and measurable changes occurring during the test year ending
April 30, 2007. The operation and maintenance expenses for the projected
year ending April 30, 2008, were calculated by taking the adjusted test
year and generally increasing the non-labor expenses by 3%.

Depreciation and Amortization Expenses - The actual amounts for the recorded
test year ended April 30, 2007 were adjusted to annualize depreciation
expense at the end of the test period plant balances, and to reflect depreciation
expense on projected construction expenditures.

4. Construction Requirements, Including Production
Reserves and Chances in Plant Capacity

Additions to gas plant were based upon anticipated construction expenditures.

5.
6.

Capital Structures Chanqes
Financinq Costs, Interest Rates
Items 5 and 6 are not applicable. In this proceeding Southwest Gas Corporation
is requesting rate relief for only a portion of its three-state system.

F Scheds.xls F-4 Assumptions
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SCHEDULE G-3
SHEET 1 OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30,2007

Line
No.

Account
No.

(a)

Allocation
Factor
No.

(G)

Total
Amount

(d)

Residential Gas Service
Demand Customer Commodity

(e) (f) (g)

301
302
303

1.1
1.1
1.1

$ 42,653 $
1 ,213,609

7,333
1,263,595 $

100.00%

7,937 $
225,820

1 ,364
235,121 s
18.61%

24,117 $
703,280

4,249
732,247 s
57.95%

70
1,992

12

2,014
0.16%

1
2
a
4
5

s
lntang. Plant

s 640,871
436,641
27,491

209,074,046

$ $

253,894,761

9,842,586
0

11,952,612

0
0

264,625,607
154,511 ,050

1,084,811 $
739,109
46,534

353,902,846
275,401 ,498

1

29,625,773
0

321,023,126
195,168,747

4,245,215 1,940,005

374
374
375
376
376
376
378
380
380
381
385
386
387

1.0
1.0
1.0
1.0
5.0
3.0
2.2
1.0
7.0
6.0
3.0
1.0
1.0 ( 97,479) ( 57,587) -

s 1,182,139,980 $ 219,964,047 $ 685,044,030 $ 1,940,005
100.00% 18.61% 57.95% 0.16%

n

an

e
7
8
9

10
11
12
13
14
15
16
17
18

19
20

Description

(b)
Net Plant in Service - Direct
Intangible
Organization
Franchise & Consent
Misc. Intangible
Total Intangible
Allocation Percentage

Distribution
Land & Land Rights
Rights of Way

Structures
Mains - Demand
Mains Customer
Mains -Commodity
Measuring & Reg. Station
Services - Demand
Sewloes - Customer
Meters
Industrial Meas. & Reg. Sta.
Other Prop. on Cust. Premises
Other Equipment

Total Distribution
Allocation Percentage Dist. Plant

21 389-398 Total General Plant 1.1 $ 83,720,546 $ 15,578,113 $ 48,515,625 $ 137,393

22 Total Net Plant-Dired $ 1,267,124,121 $ 235,777,281 $ 734,291,902 s 2,079,472

23 301-303

Systems Allocable Plant
Intangible Plant 1.1 s 18,412,951 $ 3,426,149 $ 10,670,210 $ 30,217

24 389-398 General Plant 1.1 $ 16,035,255 $ 2,983,724 $ 9,292,348 s 26,315

25 Total Systems Allocable 34,448,206 6,409,873 19,962,558 56,533

26 Total Net Plant $ 1,301,572,327 $ 242,187,153 $ 754,254,460 $ 2,136,005

27

Other Rate Base Items
Cash Working Capital 11.2 ( 10,379v937) ( 1,000,l/82) ( 7,227,188) ( 49.108)

28 Materials & Supplies 1.1 12,389,898 2,305,422 1,179,882 20,333

29 1.1 3,671,971 683,254 2,127,888 6,026

30

Prepayments

Gas Plant Acquisition Adjustment 1.1

31 8.0

32

Customer Deposits

Customer Advances 8.0

( 31,921 ,898)

( 37,910.017)

33 Deferred Taxes 1.1

( 29,595,451)

» ( 35,2B5,919)

( 142,S32,297) ( 26,539,985) ( 82,654,681) ( 234.073)

34 4.0 Q In

35

Deferred Gain Hdqtrs Bldg

Total Allocated Rate Base 1 ,094,790,047 217,635,062 608,718,991 1,879.183



SCHEDULE G-3
SHEET 2 OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL30, 2007

Line
No.

Account
No.

(2)

Allocation

Factor
No.

(c)

Total
Amount

(d)

Multi-Familv Residential
Demand Customer Commodity

(h) (i) (j)

1
2

3

4
5

301

302
303

1.1
1.1
1.1

$ 42,653 $

1,213,609
7,333

1,263,595 s
100.00%

149 s

4,226
28

4,400 $
0.35%

732 s
20,829

126

21,587 $
1.72%

2
47

0

49

0.00%

Description

(b)
Net Plant in Service - Direct
Intangible

Organization
Franchise & Consent

Misc. intangible

Total Intangible
Allocation Percentage

Distribution

$
lntang.Plant

$ 11,992 $
8,171

514
3,912,258

$

9,522,640

184.177

0

448,298

0
0

4,911,024
5,406,606

374
374

375
376
376
375
378

380
380
381
385
386
387

1.0
1.0

1.0
1.0
5.0
3.0
2.2
1.0
7.0
e.0
3.0
1.0
1.0

1,084,811 $
739,109
46,534

353,902,646
275,401 ,498

1
29,625,773

0
321,023,126
196,168,747

4,245,215 45,988

6
7

8
9

10
11

12
13
14
15
16
17
18

19
20

Land & Land Rights
Rights of Way

Structures
Mains - Demand
Mains - Customer
Mains - Commodity
Measuring & Reg. Station
Services - Demand

Services - Customer
Meters
Industrial Meas. & Reg. Sta.

Other Prop. on Cust. Premises
Other Equipment

Total Distribution
Allocation Percentage Dist.Plant

( 97,479)

s 1,182,139,980 $
100.00%

( 1,078) -

4,116,035 $ 20,288,568 $
0.35% 1.72%

45,988

0.00%

21 389-398 Total General Plant 1.1 $ 83,720,M6 $ 291,502 $ 1,436,850 $ 3,257

22 Total NetPlant-Direct $ 1,267,124,121 $ 4,411,937 $ 21,747,115 $ 49,294

23 301-303

Systems Allocable Plant

Intangible Plant 1.1 $ 18,412,951 $ 64,111 $ 316,014 $ 716

24 389-398 General Plant 1.1 $ 16,035,255 $ 55,832 $ 275,206 s 824

25 Total Systems Allocable 34,448,206 119,944 591 ,220 1 ,a40

28 TotalNet Plant $ 1,301,572,327 $ 4,531,880 $ 22,338,335 $ 50,634

27

Other Rate Base Items
Cash Working Capital 11.2 ( 10,379,937) ( 1B,727) ( 182.538) ( 1,164)

28 Materials & Supplies 1.1 12,389,898 43,140 212,643 482

29 Prepayments 1.1 3,671.971 12,7B5 63,020 143

30 Gas Plant AcquisitionAdjustment 1.1

31 Customer Deposits 8.0 ( 31,921,898) ( 1,113,7S5)

32 Customer Advances 8.0 ( 37,910,017) ( 1,322,692)

33 Deferred Taxes 1.1 ( 142,832,297) ( 498,624) ( 2,447,938) ( 5,549)

34 Deferred Gain Hdqtrs Bldg 4,0

35 Total Allocated Rate Base 1 ,094,790,047 4,072,454

nu

17,547,064 44,546



SCHEDULE G-3
SHEET 3 oF 15

SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line

No.

Aocount
No.

(a)

Allocation
Factor

No.

(c)

Total
Amount

(d)

MMMHP Gas Service
Demand Customer Commodity

(K) (0 (M)

1
2

3

4
5

301
302
303

1.1
1.1
1.1

s 42,653 s

1,213,609
7,333

1,263,595 $
100.00%

se $
1,58g

10

1,655 s
0.13%

14 s

409
2

425 $
0.03%

1

15

0

15
0.00%

Description

(b)
Net Plant in Service - Direct

Intangible

Organization
Franchise & Consent
Misc. Intangible

Total Intangible
Allocatlon Percentage

Distribution

$
lntang. Plant

$ 4,510 $

3,073
193

1,471,361

$

47,093

69,267
o

2,211

0
0

256,978
91 ,750

374
374
375
376
378
376

378
380
380
381
385
386
387

1.0
1.0
1.0
1.0
5.0

3.0
2.2
1.0
7.0
6.0
3.0
1.0
1_0

1,084,811 $
739,109
46,534

353,902,646
275,401,498

1

29,625,773
0

321,023,126

196,168,747
4,245,215 14,485

e
7

8
9

10

11
12

13
14
15
16

17
18

19
20

Land Ar Land Rights
Rights of Way
Structures
Mains - Demand
Mains - Customer

Mains - Commodity
Measuring & Reg. Station
Services -Demand

Services - Customer
Meters
Industrial Meas. & Reg. Sta.
Other Prop. on Cust. Premises
Other Equipment

Total Distribution
Allocation Percentage Dist. Plant

( 97,479) ( 405)

$ 1,182,139,980 $ 1,548,000 $
100.00% 0.13%

398,038 $
0.03%

14,485
0.00%

21 389-398 Total Genera\Plant 1.1 $ 83,720,546 $ 109,631 $ 28,190 $ 1 ,026

22 Total NetPlant-Direct $ 1,267,124,121 $ 1,659,285 $ 426,653 $ 15,527

23 301-303

Systems Allocable Plant

Intangible Plant 1.1 s 18,412,951 $ 24,112 $ 6,200 $ 228

24 389-398 General Plant 1.1 s 16,035,255 $ 20,998 $ 5,399 $ 198

25 Total Systems Allocable 34,448,206 45,110 11 ,599 422

26 Total Net Plant s 1,301,572,827 $ 1,704,395 $ 438,252 $ 15,949

27

Other RateBase Items
CashWorking Capital 11.2 ( t0,379,937) ( 7,043) ( 4,142) ( 367)

28 Materials & Supplies 1.1 12,389,898 16.224 4,112 152

29 Prepayments 1.1 3,671,971 4,808 1 ,236 45

30 Gas Plant Acquisition Adjustment 1.1

31 CustomerDeposits 8.0 ( 31,921,898) ( 5,508)

32 Customer Advances 8.0 ( 37,910,017) ( e.s41)

33 Deferred Taxes 1.1 ( 142,632,297) ( 186,775) ( 48,026) ( 1,748)

34 Deferred Gain Hdqtrs Bldg 4.0

35 Total Allocated Rate Base 1 .094,790.047 1,531,609 379,443 14,031



SCHEDULE G-3
SHEET 4 OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(a)

Allocation
Factor
No.

(c)

Tota\
Amount

(d)

Small General Gas Service
Demand Customer Commodity

(n) (0) (p)

1
2

3

4

5

301
302
303

1.1
1.1
1.1

$ 42,858 $
1,213,509

7,333

1,263,595 $
100.00%

155 $
4,416

27

4,598 $
0.36%

570 $
16,207

98

16,875 s
1.34%

1
34
0

35
0.00%

$
lntang. Plant

$ 12,533 $
8,539

538
4,088,669

$

192,482

0

4,829,040

227,337
0
0

6_034_177
4,696,472

374
374
375
376
376
376
378

380
380
381
385
386
387

1.0
1.0
1.0
1.0
5.0
3.0
2.2
1.0
1.0
6.0

3.0
1.0
1.0

1,084,811 $
739,109

46,534
353,902,646
275,401,498

1

29,625,773
0

321,023,126
196,168,747

4,245,215 32,701

6
7
8
9

10
11
12
13
14

15
16
17
18

19
20

Description

(b)
Net Plant in Service - Direct
Intangible
Organization

Franchise &Consent

Misc. Intangible

Total Intangible
Allocation Percentage

Distribution
Land&Land Rights
Rights of Way
Structures
Mains - Demand
Mains - Customer
Mains - Commodity
Measuring a Reg. Station
Services - Demand
Services - Customer
Meters

Industrial Meas. & Reg. Sta.
Other Prop. on Cust. Premises
Other Equipment

Total Distribution
Allocation Percentage Dist. Plant

( 97,479) ( 1,126) -

$ 1,182,139,980 $ 4,301,635 $ 15,787,025 $
100.00% 0.36% 1.34%

32,701
0.00%

21 389-398 Total GeneralPlant 1.1 $ 83,720,546 $ 304,647 $ 1,118,056 $ 2,316

22 Total Net Plant-Direct $ 1,267,124,121 $ 4,610,880 $ 16,921,956 $ 35,052

23 301 -303

Systems Allocable Plant

Intangible Plant 1.1 $ 18,412,951 $ 67.002 $ 245,898 $ 509

24 389-398 General Plant 1.1 $ 58,350 $ 444

25 Total Systems Allocable

16,035,255 $

8,448,206 125,352

214,145 $

460,043 953

26 Total Net Plant $ 1,301,572,327 $ 4,738,232 $ 17,381,998 $ 36,005

27

Other Rate Base Items
Cash Working Capital 11.2 828)

34328 Materials & Supplies 1.1

29 1.1

( 10,379,937) ( 19,s71) ( 223.933) (

12,389,898 45,085 165,462

3,671,971 13,362 49,038 102

30 1.1

31 8.0

32

Prepayments

Gas plant AcquisitionAdjustment

CustomerDeposits

Customer Advances 8.0

33 Deferred Taxes 1.1

( 31,921,898) - ( 554,803)

( 37,910,017) u ( 670.752)

( 142,632,297) ( 519,018) (1,904,800) ( 3,946)

34 4.0

35

Deferred GainHdqtrs Bldg

Total Allocated RateBase 1 ,094,790,047 4,256,089 14,232,211

d

31,676



SCHEDULE G-3
SHEET 5 OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

CLASSCOST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(8)

Allocation
Factor
No.

(c)

Total
Amount

(d)

Medium General Gas Servioe
Demand Customer Commodlty

(d) (e) (f)

1
2
a
4
5

301
302
303

1.1
1.1
1.1

$ 42,653 $
1 ,213.609

7.333

1,263,595 $
100.00%

846 $
24,086

146

25,078 $
1.98%

1,480 $
42,099

2 9

43.833 $
3.47%

11
304

2

317
0.03%

Description

(b)
Net Plant in Service - Direct
Intangible
Organization
Franchise & Consent
Misc. Intangible

Total Intangible
Allocation Percentage

Distribution

$
If tang. Plant

$ 68,354 $
45,571
2,932

22,299,503

$

4,637,247

1 ,049,794
0

218,308
0
0

24,094,138
12,051,454

1,084,811 $
739,109
45,534

353,902,646
275,401 ,498

1
29,625,773

o

321 ,023, 126
196,168,747

4,245,215 296.549
1

374
374
375
376
376
376
378
380
380
381
385
386
387

1.0
1.0
1.0
1.0
5.0
3.0
2.2
1.0
7.0
6.0
3.0
1.0
1.0 D

6
7

8
9

10
11
12
13
14
15
16
17
18

19
20

Land & Land Rights
Rights of Way
Strugtufgs
Mains- Demand
Mains - Customer
Mains - Commodity
Measuring&Reg. Station
Sewioes - Demand
Services - Customer
Meters
Industrial Meas. & Reg. Sta.
Other Prop. on Cust. Premises
Other Equipment

Total Distribution
Allocation Percentage Dist.Plant

( 97,479)

$ 1,182,139,980
100.00%

( 6,142)

$23,461,013 $
1.98%

41,007,147 $
3.47%

296,549
0.03%

21 389-398 Total General Plant 1.1 $ 83,720,546 $ 1,661,537 $ 2,904,174 $ 21 ,002

22 Total NetPlant-Direct $ 1,267,124,121 $25,147,627 $ 43,955,154 $ 317,867

23 301-303

Systems Allocable Plant

Intangible Plant 1.1 $ 18,412,951 $ 365,428 $ 638,725 $ 4,619

24 389-398 General Plant 1.1 $ 16,035,255 $ 318,239 $ 556,246 $ 4,02a

25 Total Systems Allocable 34,448,206 683,667 1,194,971 8,642

26 Total NetPlant $ 1,301,572,327 $25,831,294 $ 45,150,124 $ 326,509

21

Other Rate Base Items
Cash Working Capital 11.2 ( 10,379,937) ( 10e,142) ( 464,169) ( 7,50l7)

28 Materials & Supplies 1.1 12,389,898 245,893 429,792 3.108

29 Prepayments 1.1 3,671,971 72,875 127,377 921

30 1.1

31

Gas Plant Acquisition Adjustment

Customer Deposits 8.0 ( 542,371 )

32 Customer Advances 8.0

( 31 ,921 ,898)

( 37,910,017) ( 644,112)

33 Deferred Taxes 1.1 ( 142,632,297) (2,830,712) ( 4,947,759) ( 35,780)

34 Deferred Gain Hdqtrs Bldg 4.0

35 Total Allocated Rate Base 1,094,790,047 23,212,607 39,108,882 287,251



SCHEDULEG-3
SHEET 6OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30,2007

Line
No.

Account
No.

(a)

Allocatlon
Factor
No.

(C)

Total
Amount

(d)

Large General Gas Service
Demand Customer Commodity

(g) (h) (i)

301
302
303

1.1
1.1
1.1

$ 42,653 $
1 ,213,609

7/33a

1,263,595 $
100.00%

2,312 $
65,793

398

68,503 $
5.42%

1,235 $
35,143

212

36.591 $
2.90%

35
998

6

1,039
0.08%

1
2
3

4
5

Description

(b)
Net Plant In Service - Direct
Intangible
Organization
Franchise & Consent
Misc. Intangible

Total Intangible
Allocation Percentage

Distribution

$
If tang. Plant

$ 186,719 $
127,217

a,010
60,914,264

$

2,048,189

2,867,663
0

96,329
0
0

18,170,806
13,918,572

374
374
375
376
376
376
378
380
380
381
385
386
387

1.0
1.0
1.0
1.0
5.0
3.0
2.2
1.0
7.0
6.0
3.0
1.0
1.0

1,084,811 $
739,109
46,534

353,902,646
215,401 ,498

1
29,625,113

0
321,023,126
196,168,747

4,245,215 971 ,921

6
7
8
g

10
11
12
13
14
15
16
17
18

19
20

Land & Land Rights
Rightsof Way
Structures
Mains - Demand
Mains Customer
Mains - Commodity
Measuring & Reg. Station
Services -Demand
Services - Customer
Meters
Industrial Meas. & Reg. Sta.
Other Prop. on Cust. Premises
Other Equipment

TotalDistribution
Allocation Percentage Dist.Plant

( 9'/,479)

$ 1,182,139,980 $
100.00%

( 16,778)

64,087,094 $
5.42%

34,231,895 $
2.90%

971 ,921
0.08%

21 389-398 Total General Plant 1.1 $ 83,720,546 $ 4,538,723 $ 2,424,343 s 68,833

22 Total Net Plant-Direct $ 1,267,124,121 $68,694,320 $ 36,692,829 $ 1,041,792

23 301 -303

Systems Allocable P\ant

Intangible Plant 1.1 $ 18,412,951 $ 998,217 s 533,194 $ 15,139

24 389-398 General Plant 1.1 $ 16,035,255 $ 869,316 $ 454,342 s 13,184

25 Total Systems Allocable 34,448,205 1,867,533 997,536 28,322

26 Total NetPlant s 1,301,572,327 $70,581,853 $ 37,690,365 $ 1,070,115

27

Other Rate Base Items
CashWorking Capital 11.2 ( 10,379,937) ( 291,581) ( 370.411) ( 24,60s)

28 Materials & Supplies 1.1 12,389,898 671,691 358,781 10,187

29 Prepayments 1.1 3,671,971 199,068 106,331 a,019

30 Gas Plant Acquisition Adjustment 1.1

31 CustomerDeposits 8.0 ( 31,921,898)

32 Customer Advances 8.0 ( 37,910,017)

33 Deferred Taxes 1.1 ( 142,632,297) (7,732,493) ( 4,130,284) ( 117,268)

34 Deferred Gain Hdqtrs Bldg 4.0

35 Total Allocated Rate Base 1,094,790,047

an

63,408,538

Q

33,654,783

an

S n

941 ,450

Q



SCHEDULE G-3
SHEET 7 OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICESTUDY
TEST YEAR ENDING

APRIL30, 20o1

Line
No.

Account

No.

(a)

Allocation
Factor

No.

(¢)

Total
Amount

(d)

Transoortatlon Eligible Sewlce
Demand Customer Commodity

(D (k) (|)

1

2

3
4

5

301
302
303

1.1
1.1
1.1

$ 42,653 $
1,213,609

7,333

1,263,595 $
100.00%

1,589 $

45,224
273

47,087 $
3.73%

150 s
4,269

26

4,445 $

0.35%

23

665
4

693
0.05%

Description

(b)
Net Plant in Sewlce Direct

Intangible
Organization
Franchise & Consent
Misc. Intangible

Total Intangible
Allocation Percentage

Distribution

$
lntang. Plant

$ 128.344 $
87,444

5,505
41,a70,s34

$

53,171

1,971 ,131 2,503

0

0
0

1 ,099,282
3,003,206

374
374
375
376
375
376

378
380
380
381
385
386
387

1.0
1.0

1.0
1.0
5.0
3.0
2.2
1.0
1.0
6.0
3.0
1.0
1.0

1,084,811 $
739,109

46.54
353,902,646

275,401,498
1

29,625,773

0
a21 ,023,126
196,168,747

4,245,215 648,237

6
7

8
g

10
11
12
13
14
15

16
17
18

19

20

Land & LandRights
Rights of Way
Structures
Mains - Demand
Mains - Customer

Mains- Commodity
Measuring & Reg,Station
Services - Demand

Services - Customer
Meters
IndustrialMeas.& Reg. Sta.
Other Prop. on Cust. Premises
OtherEquipment

TotalDistribution

AllocationPercentage Dist. Plant

( 91479) ( 11,53a) -

$ 1,182,139,980 $44,051,226 $ 4,158,161 $

100.00% 3.73% 0.35%

648.237
0.05%

21 389-398 Total General Plant 1.1 $ 83,720,546 s 3,119,760 $ 294,486 $ 45,909

22 Total NetPlant-Direci $ 1,267,124,121 $47,218,073 $ 4,457,092 $ 694,839

23 301-303

Systems Allocable Plant

Intangible Plan! 1.1 $ 18,412,951 $ 686,140 $ 64,767 $ 10,097

24 389-398 General plant 1.1 s 56,404 $ 8,793

25

16,035,255 s 597.537 $

34,448,206 1,283,677 121,171 18,890

26

Total Systems Allocable

Total Net Plant $ 1,301,572,327 $48,501,749 $ 4,578,263 $ 713,729

27

Other Rate Base lieus
Cash Working Capital 11.2

28 Materialsa Supplies 1.1

29 1.1

( 10,379,937) ( 200,422) ( 49,557) ( 16,409)

12,389,898 461,697 43,581 6,794

3,671,971 2,014136,832 12,916

30 1.1

31 8.0

32

Prepayments

Gas Plant AcquisitionAdjustment

Customer Deposits

CustomerAdvances 8.0

33 DefensedTaxes 1.1

( 31,921,898)

( 37,910.017)

( 142,632,297) (5,315,045) ( 501,707) ( 78,214)

34 4.0

35

Deferred Gain Hdqtrs Bldg

Total Allocated Rate Base 1,094,790,047 43,584,811

al

4,083,496 627,914



SCHEDULE G-3
SHEET 8 OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line

No .

Account
No.

(2)

Allocation
Factor

No.

(G)

Total
Amount

(d)

Air-Conditioning Gas Service
Demand Customer Commodity

(d) (e) (f)

1
2
3

4
5

301
302
303

1.1
1.1
1.1

$ 42,653 $
1,213,609

7,333

1,263,595 $

100.00%

6 $
162

1

169 $
0.01%

1 $
28
0

29 $
0.00%

0
7
o

8
0.00%

$
If tang. Plant

$ 461 $

314
20

150,362

$

7,609

7,079

0

358

0
0

11 ,030
8,505

374

374
375
376

376
376
378
380
380
381
385
386
387

1.0

1.0
1 .0
1 .0

5.0
3.0
2 .2
1 .0
1 .0

6 .0
3.0
1.0
1.0

1,084,811 $

739,109
46,534

353,902,646

275,401,498
1

29,625,773
0

321 ,023, 126
196,168,747

4,245,215 7,283

6
7
8
9

10
11
1 2

13
14
15
16
17
18

19

20

Description

(b)
Net Plant in Service - Direct
Intangible
Organization
Franchise & Consent
Misc. Intangible

Total Intangible
Allocation Percentage

Distribution
Land & Land Rights
Rights of Way
Structures
Mains - Demand
Mains - Customer
Mains - Commodity
Measuring & Reg. Station
Services - Demand
Services - Customer
Meters
Industrial Meas.&Reg. Sta.

Other Prop. on Cult. Premises
Other Equipment

Total Distribution

Allocation Percentage Dist. Plant

( 91479) (

$ 1,182,139,980 s

100.00%

41)

158,194 $
0.01%

21,502 $

0.00%

7.283

0.00%

21 389-398 Total General Plant 1.1 s 83,720,546 $ 11,203 $ 1,948 s 516

22 Total Net Plant-Direct $ 1,267,124,121 $ 169,567 $ 29,479 $ 1,801

23 301-303

Systems Allocable Plant

Intangible Plant 1.1 $ 18,412,951 $ 2,464 $ 428 s 113

24 389-398 General Plant 1.1 $ 16,035,255 $ 2,146 $ 373 $ go

25 Total Sys'temsAllocable 34,448,206 4,e1o 801 212

26 Total NetPlant $ 1,301,572,327 $ 174,177 $ 30,281 $ 8,019

27

Other Rate Base Items
Cash Working Capital 11.2 ( 10,379,937) ( 720) ( 278) ( 184)

28 Materials a Supplies 1.1 12,389,898 1.658 2B8 76

29 Prepayments 1.1 3,671,971 491 85 23

30 Gas PlantAcquisitionAdjustment 1.1

31 Customer Deposits 8.0 ( 31,921,898)

32 Customer Advances 8.0 ( 37,910,017)

33 DefeaTed Taxes 1.1 ( 142,632,297) ( 19,087) ( 3,318) ( 879)

34 Deferred Gain Hdqtrs Bldg 4.0

35 Total Allocated Rate Base 1,094,790,047 158,519 21,058

U

a

In

7,055

0



SCHEDULE G-3
SHEET g OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(a)

Allocation
Factor
No.

(G)

Total
Amount

(d)

Demand

(Q)

CNG - Small
Customer

(h)

Commodity

(i)

1

2
3

4

5

301
302

303

1.1
1.1
1.1

$ 42,653 $

1,213,609
7,333

1,263,595 $
100.00%

1  $
42

0

43 $

0.00%

1 $
22

0

pa s

0.00%

0
1

0

1

0.00%

Description

(b)
Net Plant in Service - Direct
Intangible

Organization
Franchise & Consent
Misc. Intangible

Total Intangible

Allocation Percentage
Distribution

$
If tang. Plant

$ 118 $

80
s

38,508

s

6,030

1.813
0

284
0
0

10,847
4,008

374

374
375
376
376
376
378
380
380
381
385

386
387

1.0
1.0
1.0
1.0
5.0

3.0
2.2
1.0

7.0
6.0
3.0
1.0
1.0

1,084,811 $

739,109
46,534

353,902,646
275,401,498

1

29,625,773
0

321,023,126
196,168,747

4,245,215 1,156

6
7
B
g

10
11
12
13
14

15
16
17
18

19

20

Land & LandRights
Rights ofWay
Structures
Malns - Demand
Mains - Customer
Mains - Commodity
Measuring& Reg.Station
Services - Demand
Services -Customer
Meters
Industrial Meas. & Reg.Sta.
OtherProp. on Cult. Premises
OtherEquipment

TotalDistribution

Allocation Percentage Dist. Plant

( 91479) (

$ 1,182,139,980 $

100.00%

11)
40,513 $
0.00%

21,169 $

0.00%

1.156

0.00%

21 389-398 Total General Plant 1.1 s 83,720,546 $ 2,869 $ 1,499 $ 82

22 Total Net Plant-Direct $ 1,267,124,121 $ 43,426 $ 22,690 $ 1 .239

23 301-303

Systems Allocable Plant

intangible Plant 1.1 s 18,412,951 $ 631 $ 330 $ 18

24 389-398 General Plant 1.1 $ 16,035,255 $ 550 $ 287 s 16

25 Total Systems Allocable 34,448,206 1,181 617 34

26 Total NetPlant $ 1,301,572,327 $ 44,607 $ 23,307 $ 1,273

27

Other Rate Base Items

Cash Working Capital 11.2 184) (

425

342) (

222

29)

1228 Materials& Supplies 1.1

29 1.1

( 10,379,937) (

12,389,898

3,671 .971 126 68 4

30 1.1

31 8.0

32

Prepayments

Gas Plant AcquisitionAdjustment

Customer Deposits

Customer Advances 8.0

33 Deferred Taxes 1.1

( 31,921,898)

( 37,910,017)

( 142,6a2,297) I 4,888) ( 2,554) ( 139)

34 4.0

35

Deferred Gain Hdqtrs Bldg

Total Allocated Rate Base 1,094,790,047 40,085 20,699 1,120

n

an
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SCHEDULE G-3
SHEET 10 OF 15

SOUTHWEST GAS CORPORAT\ON
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line

No.

Account

No.

(a)

Allocation
Factor

No,

(c)

Total
Amount

(d)

Demand

(j)

CNG - Large
Customer

(k)

CommodRy

(|)

301
302
303

1.1
1.1
1.1

$ 42,653 $
1,213,609

7,333

1,263,595 $

100.00%

17 $
487

3

508 $
0.04%

8 $
224

1

233 $
0.02%

0
14
0

14

0.00%

1
2
3

4

5

Description

(b)
Net Plant in Service - Direct
Intangible

Organization
Franchise & Consent
Misc. Intangible

Total Intangible

Allocation Percentage
Distribution

$
If tang. Plant

$ 1,383 $

943
59

451,326

$

6,892

21 ,241
0

324

0
0

88,292
122,653

374
874

375
376
376
376
378
380
380
381
385
386
387

1.0

1.0
1.0
1.0

5.0
3.0
2.2
1.0
7.0
6.0
3.0
1.0
1.0

1,084,811 $

739,109
46,534

353,902,646
275.401 ,498

1
29,625,773

0
321 ,023,126
196,168,747

4,245,215 13,418

6
7

8
9

10
11
12
13
14
15
18
17
18

19
20

Land & LandRights

Rights of Way

Structures
Mains - Demand
Malns - Customer
Mains - Commodity
Measuring& Reg, Statlon
Services - Demand
Services -Customer
Meters
IndustrialMeas. & Reg. Sta.
Other Prop.on Cust.Premises
Other Equipment

Total Distribution
Allocation Percentage Dist, Plant

( 97,479) (

$ 1,182,139,980 $
100.00%

124)

474,834 $
0.04%

218.161 $
0.02%

13,418
0.00%

21 389-398 Total General Plant 1.1 $ 83,720,546 $ 33,628 $ 15,450 $ 950

22 Total Net Plant-Direct s 1,267,124,121 $ 508,969 $ 233,845 $ 14,383

23 301-303

Systems Allocab\e Plant

Intangible Plant 1.1 s 18,412,951 $ 7,396 $ 3.398 $ 209

24 389-398 General Plant 1.1 s 16,035,255 $ 6.441 $ 2,959 $ 182

25 Total SystemsAllocable 34,448,206 13,837 6.357 391

26 Total NetPlant $ 1,301,572,327 $ 522,806 $ 240,202 $ 14,774

27

Other Rate Base Items
Cash Working Capital 11.2 ( 10,379,937) ( 2,1e0) ( 2,554) ( 340)

28 Materials & Supplies 1.1 12,389,898 4,917 2,281 141

29 Prepayments 1.1 3,671,971 1 ,475 678 42

30 Gas Plant AcquisitionAdjustment 1.1.

31 Customer Deposits 8.0 ( 31,921,898)

32 Customer Advances 8.0 ( 37,910,017)

33 Deferred Taxes 1.1 ( 142,632,297) ( 57,292) ( 26,322) ( 1,619)

34 Deferred Gain Hdqtrs Bldg 4.0

35 Total Allocated Rate Base 1 ,094,790,047 469,806

u s

D

214,290

an

12,998

n



SCHEDULE G-3
SHEET 11 OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account

No.

(3)

Allocation
Factor

No.

(G)

Total
Amount

(d)

CNG - Residential

Demand Customer Commodity

(m) (n) (O)

1
2

3

4

5

301
302
303

1.1
1.1
1.1

$ 42,853 $
1,213,609

7,333

1,263,595 $
100.00%

1 $
19

0

20 $
0,00%

3  s
81
0

84 $
0.01%

0
1

0

1
0.00%

$
If tang. Plant

$ 55 $
37
2

17,869

$

30,438

841
0

1 ,4a3
0
0

31 ,691
15,462

374
374
375
376
376
376
378

380
380
381
385

386
387

1.0
1.0
1.0
1.0
5.0
3.0
2.2
1.0

7.0
6.0
3.0
1.0
1.0

1,084,811 $

739,109
46,534

353,902,646
275,401,498

1

29,625,773
0

321 ,023,126
196,168,747

4,245,215 504

6
7

8
9

10

11
12
13

14
15
16

17
18

19
20

Description

(b)
Net Plant in Service - Direct
Intangible
Organization
Franchise& Consent
Misc. Intangible

Total Intangible

Allocation Percentage
Distribution
Land & Land Rights
Rights of Way
Structures
Mains - Demand
Mains - Customer

Mains- Commodity
Measuring & Res-Station

Services - Demand
Services- Customer

Meters
Industrial Meas. & Reg. Sta.

OtherProp. on Cust. Premises
OtherEquipment

TotalDistribution
AllocationPercentage Dist. Plant

( 97,479) (

$ 1,182,139,980 $
100.00%

5)
18,800 $
0.00%

79,023 $
0.01%

504
0.00%

21 389-398 Total General Plant 1.1 s B3,720,546 $ 1,331 $ 5,597 $ 36

22 Total Net Plant-Direct $ 1,267,124,121 $ 20,151 $ 84,704 $ 540

23 301 -ala

Systems Allocable Plant

Intangible Plant 1.1 s 18,412,951 $ 293 $ 1,231 $ 8

24 389-398 General Plant 255 $ 1,072 $ 7

25

1.1 $ 16,035,255 $

34,448,206 M 8 2,303 15

26

Total Systems Allocable

Total Net Plant $ 1,301,572,327 $ 20,699 $ 81,007 $ 555

27

Other Rate Base Items
Cash Working Capital 11.2 86) (

197

831) (

828

13)

528 Materlals & Supplies 1.1

29 1.1

( 10,379,937) (

12,389,898

3,671 ,971 58 245 2

30 1.1

31 8.0

32

Prepayments

Gas Plant Acquisition Adjustment

Customer Deposits

Customer Advances 8.0

33 Deferred Taxes 1.1

( 31 ,921 ,898)

( 37,910.017)

( 142,632,297) ( 2,258) ( 99535) ( 61)

34 4.0

35

Deferred Gain Hdqtrs Bldg

Total Allocated Rate Base 1,094,790,047

l

18,601

an

77,715

an

488

in



SCHEDULE G-3
SHEET 12 OF 15

SOUTHWEST GAS CORPORATION
ARXZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line

No.
Account

No.

(a)

Allocation
Factor

No.

(c)

Total

Amount

(d)

Electric Generation Gas Service
Demand Customer Commodity

(d) (e) (f)

1
2

3

4

5

301
302

303

1.1
1.1

1.1

$ 42,653 $
1,213,609

7,333

1,263,595 $
100.00%

143 $

4,075
25

4,243 $

0.34%

8  s
232

1

242 s
0.02%

5
144

1

150
0.01%

$
lntang.Plant

$ 11,565 $
7,880

496
3,772,977

$

6,030

177,621
0

284
0
0

49,890

170,032

374
374
375
376
376
31a
378
380
380
381
385
386
387

1.0
1.0
1.0
1.0
5.0

3.0
2.2
1.0
1.0
6.0
3.0
1.0

1.0

1,084,811 $
789,109
46,534

353,902,646
275,401,498

1
29,625,773

0
321,023,126
196,168,747

4,245,215 140,117

6
7
8

g
10
11
12

13
14
15
16
17
18

19
20

Description

(b)
Net Plant in Service - Direct
Intangible
Organization
Franchise& Consent

Misc. Intangible

Total Intangible
Allocation Percentage

Distribution
Land & Land Rights

Rightsof Way
Structures
Mains - Demand
Mains - Customer
Mains- Commodity
Measuring & Reg. Statlon
Services -Demand
Sewlces - Customer

Meters
Industrial Meas.8i Reg. Sta.
Other Prop. on Cust.Premises

Other Equipment

TotalDistribution
Allocation Percentage Dist. Plant

( 97,479) ( 1,0a9)

$ 1,182,139,980 $ 3,969,499 $
100.00% 0.34%

226,236 $
0.02%

140,177
0.01%

21 389-398 Total General Plant 1.1 $ 83,720,546 $ 281,125 $ 16,022 $ 9,928

22 Total Net Plant-Direct $ 1,267,124,121 $ 4,254,867 $ 242,501 $ 150,254

23 301-303

Systems Allocable Plant

Intangible Plant 1.1 $ 18,412,951 $ 61,829 s 3,524 $ 2,183

24 389-398 General Plant 1.1 $ 53,845 $

115,673

3,069 $ 1,901

4,08525 Total Systems Allocable

16,035,255 $

34,448,206 6,593

26 Total Net Plant $ 1,301,572,327 $ 4,370,540 $ 249,093 $ 154,339

27

Other Rate Base Items
CashWorkingCapital 11.2

28 Materials & Supplies 1.1

2,954) (

2,311

703

3,548)

1,469

43529 1.1

( 10,379,937) ( 18,060) (

12,389,898 41,604

12,3303,871,971

30 1.1

31 8.0

32

Prepayments

Gas Plant Acquisition Adjustment

Customer Deposits

Customer Advances 8.0

33 Deferred Taxes 1.1

( 31,921,898)

( 37,910,017)

( 142,632,297) ( 478,944) ( 27297) ( 16,91a)

34 4.0

35

Deferred Gain Hdqtrs Bldg

Total Allocated Rate Base 1 ,094,790,047

Vu

3,927,470 221,917 135,782



SCHEDULE G-3
SHEET 13 OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line

No.
Account

No.

(2)

Allocation
Factor

No.

(c)

Total

Amount

(d)

Small Essential Arr. UserGas Service
Demand Customer Commodity

(g) (h) (i)

1
2

3

4

5

301
302
303

1.1
1.1
1.1

$ 42,653 $
1 ,213,609

7,333

1,263,595 s
100.00%

150 $
4,258

26

4,434 s
0.35%

be $
735

4

765 s

0.06%

2
48

0

50
0.00%

s
lntang. Plant

$ $

29,098

1 ,370
0
0

288,362
396,961

374
374
375
376
376
376
378
380
380
381
385

386
387

1.0
1.0

1.0
1.0

5.0
3.0
2.2
1.0
1 .0
6.0
3.0
1.0
1.0

1,084,811 s 12,085 s
739,109 8,234
46,534 518

353,902,646 3,942,463

275,401,498 -
1 -

29,625,773 185,599

0 0
321 ,02a,1 pa

196,168,747
4,245,215 46,991

6
7

8
9

10
11
1 2
13
14

15
18

17
18

19

20

Description

(b)
Net Plant in Service - Direct

Intangible
Organization
Franchise & Consent
Misc. Intangible

Total Intangible
Allocation Percentage

Dlstributlon
Land & Land Rights
Rights of Way
Structures
Mains - Demand
Mains - Customer
Mains - Commodity
Measuring & Reg. Station
Services - Demand
Services - Customer
Meters
Industrial Meas.& Reg. eta.
Other Prop. on Cust. Premises

Other Equipment

Total Distribution

Allocation Percentage Dist.Plant

( 97,479) ( 1,086)

$ 1,182,139,980 s 4,147,813 s

100.00% 0.35%

115,791 $

0.06%

46,991

0.00%

21 389-398 Total General Plant 1.1 s 83,720,546 $ 293,753 $ 50,693 $ 3,328

22 Total NetPlant-Direct $ 1,267,124,121 $ 4,446,000 $ 767,249 $ 50,369

23 301-303

Systems Allocable Plant

Intangible Plant 1.1 $ 18,412,951 $ 64,606 $ 11,149 $ 732

24 389-398 General Plant 1.1 $ 16,035,255 $ 56,263 $ 9,709 $ 637

25 Total Systems Allocable 34,448,206 120,810 20,859 1,369

26 Total Net Plant $ 1,301,572,327 $ 4.565.869 $ 788,108 $ 51,738

27

Other Rate Base Items
Cash Working Capital 11.2 ( 10,379,937) ( 18,872) ( 12,116) ( 1,189)

28 Materials & Supplies 1.1 12,389,898 43,473 7,502 493

29 Prep aym en ts 1.1 3,671,971 12,884 2,223 146

30 Gas Plant Acquisition Adjustment 1.1

31 Customer Deposits 8,0 ( 31,921,898)

32 Customer Advances 8.0 ( 37,910.017)

33 Deferred Taxes 1.1 ( 142,632,297) ( 500,459) ( 86,364) ( 5,670)

34 Deferred Gain Hdqtrs Bldg 4.0

35 Total Allocated Rate Base 1 ,094,790,047 4,103,896 699,353 45,518



SCHEDULE G-3
SHEET 14 OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line

No.

Account
No.

(a)

Allocation

Factor

No.

(c)

Total

Amount

(d)

Natural Gas Engine Gas Service

Demand Customer Commodity

(1) (k) (|)

1
2

3

4
5

301
302
303

1.1
1.1
1.1

$ 42,653 $

1 ,213,609
7,333

1,263,595 $
100.00%

71 $
2,021

12

2,104 s
0.17%

107 $
3,046

18

3,171 $

0.25%

3
87
1

91
0.01%

Description

(b)
Net Plant inService - Direct
Intangible
Organization
Franchise & Consent

Misc. Intangible

Total Intangible
AllocationPercentage

Distribution

$
lntang. Plant

$ 5,734 s

a,907
246

1,870,737

$

122,159

88,069
0

5,151

0
0

1,133,019
1,706,018

374
374

375
376
376
376

378
380
380
381
385
386

387

1.0
1.0

1.0
1.0

5.0
3.0
2 .2
1.0
1 .0

6 .0
3.0
1.0
1 .0

1,084,811 $
739,109
46,534

353,902,646
275,401 ,498

1
29,625,773

0
321,023,125
196,168,747

4,245,215 85, 134

6
7
8
g

10
11
1 2
13
14
15
18

17
18

19
20

Land & Land Rights
Rights of Way
Structures
Mains - Demand
Mains - Customer
Mains - Commodity

Measuring & Reg. Station
Services - Demand
Services - Customer
Meters
Industrial Meas. & Reg. Sta.

Other Prop. on Cust. Premises
Other Equipment

Total Distribution
Allocation Percentage Dist. Plant

( 97,479) ( 515) u

$ 1,182,139,980 s 1,968,178 $ 2,966,946 $
100.00% 0.17% 0.25%

85,134
0.01%

21 389-398 TotalGeneral Plant 1.1 $ 83,720,548 $ 139,389 $ 210,123 $ 6,029

22 Total Net Plant-Direct $ 1,267,124,121 $ 2,109,671 $ 3,180,240 $ 91,254

23 301-303

Systems Allocable Plant

Intangible Plant 1.1 s 18,412,951 $ 30,656 $ 46,213 $ 1.326

24 389-398 General Plant 1.1 $ 16,035,255 s 26,698 $ 40,245 $ 1,155

25 Total Systems Allocable M.448,206 57,354 86,458 2,481

26 Teal Net Plant $ 1,301,572,327 S 2,167,025 $ 3,266,699 $ 93,735

27

Other Rate Base Items
Cash Working Capital 11.2 ( 10,379,937) ( 8,955) ( 33,426) ( 2,155)

28 Materials & Supplies 1.1 12,389,898 20,628 31 .096 892

29 Prepayments 1.1 3,671,971 6,114 9,216 264

30 Gas Plant Acquisition Adjustment 1.1

31 CustomerDeposits 8.0 ( 31,921,898)

32 Customer Advances 8.0 ( 37,910,017)

33 Deferred Taxes 1.1 ( 142,632,297) ( 237,473) ( 357,980) ( 10,272)

34 Deferred Gain Hdqtrs Bldg 4.0

85 Total Allocated Rate Base 1 ,094,790,047 1,947,339 2,913,605 82,465

a n

n m



SCHEDULE G-3
SHEET 15 OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(8)

Allocation
Factor

No.

(c)

Total

Amount

(d)

Street Liahtina Gas Service

Demand Customer Commodlty

(m) (re) (0)

1
2
3

4
5

301
302
303

1.1
1.1
1.1

$ 42,653 $
1,213,609

7,333

1,263,595 $
100.00%

1 $
30
0

31 $
0.00%

14 $
399

2

416 $
0.03%

0
1

0

1
0.00%

Description

(b)
Net Plant in Service - Direct
Intangible

Organization
Franchise & Consent
Misc. intangible

Total Intangible
Allocation Percentage

Distribution

$
lntang.Plant

$ 86 $

58
4

27,970

$

163,102

1,317
0

7,678
0
0

217,983

374
374
375
375
376
376
378
380
380
381
385
386
387

1.0
1.0

1.0
1.0

5.0
3.0
2.2
1.0
7.0
6.0
3.0
1.0

1.0

1,084,811 $
739,109
46,534

353,902,646
275,401,498

1
29,625,773

o
321,023,126
196,168,747

4,245,215 686

6
7
8

9
10

11
12
13

14
15
16
17
18

19
20

Land & LandRights

Rights of Way
Structures
Mains - Demand
Mains- Customer
Mains - Commodity
Measuring & Reg.Station

Services -Demand
Services - Customer
Meters
IndustrialMeas. & Reg.Sta.
OtherProp.on Cust. Premises
Other Equipment

Total Distribution
relocation Percentage Dist. Plant

( 97,479) (

s 1,182,139,980 s
100.00%

8)
29,427 $
0.00%

388,763 $

0.03%

666

0.00%

21 389-398 Total General Plant 1.1 $ 83,720,546 $ 2,084 $ 27,533 $ 47

22 Total Net Plant-Direct $ 1,267,124,121 $ 31,543 $ 416,711 $ 714

23 301-303

Systems Allocable Plant

Intangible Plant 1.1 $ 18,412,951 $ 458 $ 6,055 $ 10

24 389-398 General Plant 1.1 s 16,035,255 $ 399 $ 5,273 $ 9

25 Total Systems Allocable 34,448,206 858 11,329 19

26 Total NetPlant $ 1,301,572,327 $ 32,400 $ 428,040 $ 734

27

Other Rate Base Items
Cash Working Capital 11.2 ( 10,379,937) ( 134) ( 2,000) ( 17)

28 Materials & Supplies 1.1 12,389,898 308 4,015 7

29 Prepayments 1.1 3,671,971 91 1,208 2

30 Gas Plant AcquisitionAdjustment 1.1

31 Customer Deposits 8.0 ( 31,921,898)

32 Customer Advances 8.0 ( 37,910,017)

33 Deferred Taxes 1.1 ( 142,632,297) ( 3551) ( 46907) ( 80)

34 Deferred Gain Hdqtrs Bldg 4.0

35 Total Allocated Rate Base 1 ,094,790,047

Q

29,116 384,416

iv

645

ll



SCHEDULE G-4
SHEET 1 OF 60

SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(a)

Description

(b)

Allocation
Factor
No.

(fs)

Total
Amount

(d)

Residential Gas Service
Demand Customer Commodity

(e) (f) (g)

1 301-303
Direct Depreciation Expense

Intangible lntang.PIant $ $ al $ $ 0

2 325.5-336 ProducionPlant Prod.PIant $ $ $ $

3 365.1-371 Transmission Trans.Plant $ $ a $ s an

4 374.1-387 Distribution Dist.Plant $ 75,910,024 $ 14,124,788 s 43,989,468 $ 124,576

5 389-398 General 1.1 $ 4,919,293 $ 915,346 $ 2,850,705 $ 8,073

6 Total Direct Dap. Exp. $ 80,829,317 $ 15,040,134 $ 48,840,173 $ 132,649

7
Systems AllocableDepreciation Expense

301-303 Intangible lntang.Plant $ $ $ $

8 389-398 General 1.1 $ 2,540,252 $ 472,672 $ 1,472,063 s 4,169

9
10
11

SystemAllocable Amortization
Miscellaneous Intangible
Structures-Leasehold Improvements
Total System Allocable Amortization

4,002,161
104,525

4,106,686

744,693
19,449

764,142

2,319,232
60.572

2,379,804

6,568
172

6,739

12 Total System Alloc Dep. Exp. & Amortization 6,648,938 1 ,23e,814 3,851,867 10,908

13 TotalDepreciationExpense 87,476,255 tB,276,948 50,692,039 143,557

Amortization
Amortization-Gas Plant Aoquisitlon
Regulatory Amortizations

(

126,930
52.9965 (

337,524

23,618
9.861) (

62,804

73,555
30,711) (

195,593

208
87)

554

1.1
1.1
1.1
7.0
1.1
1.1

m

14
15
l a
17
18
19

20 Total Depreciation & Amortization Expense $ 87,887,713 $ 16,353,509 $ 50,930,477 $ 144,232

800
803
805
810
813

3.0
3.0
3.0
3.0
3.0
3.0
3.0

s $ $ $21
22
23
24
25
26
27
28

Operation and Maintenance Expense
Gas Supply Expense
naturalGas Wellhead Purchases
Natural Gas TransmissionLine Purch
PurchasedGas Cost Adj.
Gas Used for Compressor Sta. Fuel-
Other Gas Supply Expense
Labor & Labor Loading
Materials& Expenses
TotalGas Supply Expense $

641 .618
59,983

701 ,601 $ $ $

293,211
27,411

820,622



SCHEDULE G-4
SHEET 2 OF 60

SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(a)

Allocation
Factor
No.

(G)

Trial
Amount

(d)

Residentlal Gas Servlce
Demand Customer Commodity

(e) (f> (g)

870
5.5
5_5

$ 8,990,906 $
1,45B,368

951,770 $
154,382

5,941,395 $
963,722

47,236
7,662

871
3.0
3.0

258,538
113,250

118,148
51,754

874
4.4
4.4

6,159,141
5,540,228

1 ,355,024
1 ,218,862

3,360,569
3,022,876

0
0

875
2.2
2.2

1 ,859,618
697,287

517,822
231 ,560

750,269
281 ,323

0
0

878
6.0
6.0

6,919,581
1,213v237

5,452,280
955,969

879
6.0
6.0

8,0B7,437
1 ,490,584

5,372,491
1 ,174,505

880

881

5.5
5_5
5.5

6,543,834
4,535,239
2,250,258

56,117,507 $

692,725
480,096
238,210

5,940,551 $

4,324,314
2,995,989
1 ,487,022

37,083,724 $

34,380
23,827
11 ,822

294,830

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22

23 $

885
6.6
6.6

$ 2,797,818 s
338,062

552,838 $
66,800

1,598,179 $
193,109

0
0

886
1.0
1.0

28,673
80,753

15,758
47,106

D

0

887
2.2
2.2

8,500,012
7,043,715

2,823,963
2,340,137

3,429,357
2,841 .809

0
0

889
2.2
2.2

1 ,461 .314
580,480

485,493
192,853

589,572
234,196

0
0

892
3.3
3.3

6,159,505
3,973,153

0
0

5,077,400
3,275,148

893
6.0
6.0

1,281,534
781,684

1 ,009,784
615,927

894
6.6
6.8

38,835
37,486

8,601,869 $

112,266
108,367

19,085.113 $

0
0
0

24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

Description

(b)
Distribution Expenses
Operation Supervision & Eng.
Labor & Labor Loading
Materials & Expenses

Distribution Load Dispatching
Labor & Labor Loading
Materials 8- Expenses

Mains & Svcs. Expense
Labor & Labor Loading
Materials & Expenses

Meas. & Reg. Sta. Exp.-Gen.
Labor & Labor Loading
Materials & Expenses

Meter & House Reg. Exp.
Labor a Labor Loading
Materials & Expenses

Customer Installation Exp.
Labor & Labor Loading
Materials & Expenses

Other Expenses
Labor & Labor Loading
Materials & Expenses

Rents

Total Distribution-Operations
Operation and Maintenance Expense
Distribution Expenses
Mai ft. Supervision & Eng.
Labor & Labor Loading
Materials & Expenses

Mai ft. of Structures & Imp.
Labor & Labor Loading
Materlals 81 Expenses

Mal ft. of Mains
Labor & Labor Loading
Materials & Expenses

Mai ft. of Meas. 8 Reg. Sta-Gen
Labor & Labor Loading
Materials & Expenses

Mai ft. of Services
Labor & Labor Loading
Materials & Expenses

Mai ft of Meter & House Reg.
Labor a. Labor Loading
Materials 81 Expenses

Mai ft of Other Equip.
Labor & Labor Loading
Materials 8t Expenses

Total Distribution-Maintenance $

198,535
189,711

33,410,949 s

46 Total Distribution o & M s 89,528,455 s 12,542,420 $ 56,168,837 $ 294,830



SCHEDULE G-4
SHEET 3 OF 60

SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(a)

Description

(b)

Allocation
Favor
No.

to)

Total
Amount

(d)

Resldential Gas Service
Demand Customer Commodity

(s) (f) (Q)

901
10.1
10.1

$ 4,093,979 $
275,497

$ 3,534,733 $
237,864

902
13.0
13.0

4,860,483
2,194,002

4.169.182
1,881,952

903
13.0
13.0 404,465 346,938

903

904
905

13.0
13.0
4.0

16,062,467
7,441,028
2,977,729

13,777,920
6,382,699
2,745,192

10.1
10.1

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17

Customer Accounts Expenses
Supervision
Labor & Labor Loading
Materlals & Expenses

Meter Reading Exp.
Labor & Labor Loading
Materials & Expenses

Customer Records & Collections
Labor & Labor Loading
Materials & Expenses

Customer Records & Collections - LCS
Labor & Labor Loading - LCS
Materlals & Expenses - LCS

Uncollectible Accounts Exp.
Misc. Customer Accounts Exp.
Labor & Labor Loading
Materials & Expenses

Total Customer Accounts Expenses s

404,465
16,795

38,730,909 $ $

349,214
14,501

33,440,194 $

908
13.0
13.0

s 514,896 $
564,797

$ 441,663 $
484.466

909
13.0
13.0

u s

25,125 21,551

910
13.0
13.0

18
19
20
21
22
23
24
25
2B
27

Customer Service & Info. Exp.
Customer Assistance Exp.
Labor&Labor Loading
Materials & Expenses

Info. & Instructional Exp.
Labor & Labor Loading
Materials a. Expenses

Misc. C.S. & l.Expense
Labor & Labor Loading
Materials & Expenses

Total Customer Service 8\ Info. Exp. $

21,977
1,126,796 $ $

18,852
966,533 $

911
4.0
4.0

$ $ $ s

912
4.0
4.0

_

0

913
4.0
4.0

28
29
30
31
32
33
34
35
36
37

Sales Expense
Supervision
Labor & Labor Loading
Materials & Expenses

Demonstrating & Selling Exp.
Labor & Labor Loading
Matenlals & Expenses

Advertising Expense
Labor & Labor Loading
Materials a Expenses

Total Sales Expense $ $ $ $

38
39

Total O & M Expense
Allocation Percentage

$
Total O&M

130,087,761 $
100.00%

12,542,420 $
9.64%

90,575,563 s
89.63%

615,452
0.47%

Total O&M
8.0
1.1

5,490,519 269,41840
41
42

Other Operating Deductions
Administrative a. General Expense
Interest on Customer Deposits
Taxes Other Than Income

56,946,694
1,915,314

33,124,880 5,163,638

39,549,994
1 ,781 ,121

19,195,697 s4,ae1

43 $ 222,074,648 $ 24,195,577 $ 151,202,981 $ 939,231

44
45
46
47

Total Allocated Operating Deductions
Tax Adjustments
Interest Expense
State South Georgia
Investment Tax Credit
Federal South Georgia

1.1
1.1
1.1
1.1

(

48,035,008
29,686

528,360)
290,114

(

8,938,006
s,524

98,313)
5a,982

(

27,836,040
17,203

306.182)
168,120

(

78,830
49

867)
476



II ll

Line
No.

1
2
3
4
5
6
7
8
g

10

Account
No.

(a)

Summary of Allocated Cost of Sewioe
Rate Base
Direct Net Plant
Systems Allocable Net Plant
Cash Working Capital
Materials & Supplies
Prepayments
Gas Plant Acquisition Adjustment
CustomerDeposits
Customer Advances
Deferred Taxes
Deferred Gain Hdqtrs Bldg

Description

(b)

SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Allocation
Factor

No.

(c)

1.1
1.1
1.1
1.1
8.0
8.0
1.1
7.0

$ 1,267,124,121
34,448,206
10,379,937)
12,389,898

3,671,971

(

Total
Amount

(d)

$ 235,777,281 s 734,291 ,902 $ 2,079,472
6,409,873 19,962,558 56,533
1,000,782) 7,227,188) 49,108)
2,305,422 7,179,882 20.333

683,254 2,127,B88 6,028

(

Residential Gas Service
Demand Customer Commodity

(e) (f) (g)

(

SCHEDULE G-4
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(

11 Total Rate Base $ 1,094,790,047 $ 217,635,062 $ 608,718,991 $ 1,879,183

156,910,084 $ 1
2,380,899 $

1,166,826 $

540  $
1,079 $

Direct
Net OP- Marg.

Direct
9
4

Net op- Marg.
Net op- Marg.

4
4

Net ov- Marg.

s
$
s
$
$
$
$
$
$
$

al

Total O&M

210,961 $
160,670,390

( 12,542,420)
( 5,490,519)
( 16,353,509)

(  615.452)
(  269,418)
( 144,232)

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

Net Operating Margin
Special Contract & Optional Margin
Late Charges
Service Establishment Charges
Reconnect/ Reread Charges
Other Revenue - Labor
Other Revenue - Parts & Material
Other Revenue - Field Collection Fee
Other Revenue - Returned Item Fee
Other Revenue - Rental Income
Total Revenue
o & M
A & G
Depreciation Expense
Interest on Customer Deposits
Taxes other than Income

381,188,845 $
5,784,028 $
2,430,203 $
8,267,657

569,215
1,313 $
2,621 s

304,887
173,412
512,498 $

399,234,878
( 130,087,761)
( 56,946,694)
( 87,887,713)
( 1,915,314)
( 33,124,880) ( 6,163,638)

02,079,805 $
1,548,924 s

759,093
7,392,250

524,784
3 5 1  s
7 0 2  $

281,078
159,870
137,244 $

112,884,079
( 90,575,563)
( 39,649,994)
( 50,930,477)
( 1_7e1,721)
( 19,195,697) ( 54.361)

28
29
30

State Income Tax
Taxable Income before Interest Exp.
Interest Expense
State Taxable Income

1.1
$

(
$

89,272,317 $ 120,120,304 $( 89,249,379) $( 1,083,463)
48,035,008) ( 8,938,006) ( 27,836,0401 ( 78,830)
41,237,309 $ 111,182,297 $( 117,085,418) $( 1,162,293)

(
1.1

8,158,512)
17.203

8,141 ,309)

(

(

80,989)
49

80.940)

31
32
33

State Income Tax
South Georgia
State Income Tax

2,873,416
29,686

2,903,102

7,747,182
5,524

7,752,706 (

34
35
36

Federal Income Tax
Taxable Income before Interest Exp.
Interest Expense
Federal Taxable Income

1.1
.89,272,317 120,120,304

( 48,035,008) ( 8,938,006)
41,237,309 111,182,297

( 89,249,3'/9)
( 27,836,040)
(117,085,418)

(1 .083,453)
( 78,830)
(1 ,162,293)

$

(

13,427,363 $
528,360) (
290,114

13,189,117 $

36,202,290 $(
98,313) (
53,982

35,157,959 $(

38,124,417) $(
30G,182) (
168,120

38,262,480) $(

378.457)
ask)
476

378,848)

37
38
39
40
41
42

43

44

Federal Income Tax
I T C
South Georgia
Total Federal Income Tax
Regulatory Amortization
Net Income

Rate of Return on Rate Base

Rate of Return by Class Total

s
1.1

$ 73,180,099 $

6.88%

76,209,638 s( 42,845,590) s(

35.02% (7.04%)

3.95%

623,676)

(33.19%)
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL30, 2007

Line

No.

Account
No.
(a)

Description

(b)

Allocation
Factor
No.

(¢)

Total
Amount

(d)

Multi-Familv Resldential
Demand Customer Commodity

(h) (i) (I)

1 301 -303

Direct Depleciation Expense
Intangible lntang.Plant $ $ $ $

2 325.5-336 Production Plant Prod. Plant $ $ an $ $

3 366. 1-371 Transmission Trans.Plant $ $ $ s

4 374.1-387 Distribution Dist.PIant $ 75,910,024 $ 284,307 s 1,302,812 $ 2,953

5 389-398 General 1.1 $ 4,919,293 $ 17,128 $ 84,428 $ 191

6 Total Direct Dep. Exp. $ 80,829,317 $ 281,436 $ 1,387,239 $ 3,144

7 301 -303

Systems Allocable Depreciation Expense
Intangible lntang. Plant $ $ $ $

8 389-398 General 1.1 $ 2,540,252 $ 8,845 $ 43,597 $ 99

9
10
11

System AllocableAmortization
Miscellaneous Intangible
Structures-LeaseholdImprovements
Total SystemAllocable Amortization

1.1
1.1

4,002,161
104,525

4,106,686

13,935
364

14,299

68,687
1,794

70,481

156
4

160

12 To taiSystem Alloc Dep.EXP- & Amortization 6,646,938 23.144 114,079 259

13 TotalDepreciationExpense 87,476,255 304,579 1,501,318 3,403

Amortization

Amortization-GasPlant Acquisition
Regulatory Amortizations

(

126,930
52,996) (

337,524

442 2,178
185) ( 910) (

1,115 5,793

5

2)
13

1.1
1.1
1.1
7.0
1.1
1.1

14
15
16
17
18
19

20 Total Depreciation & Amortization Expense $ 87,887,713 $ 306,012 $ 1,508,380 $ 3,419

800
803
805
810

818

3.0
3.0
3.0
3.0

3.0
3.0
3.0

$ $ s $21
22
23
24
25
26
27
28

Operation and Maintenance Expense
Gas Supply Expense

Natural Gas Wellhead Purchases
Natural Gas Transmission Line Purch
Purchased Gas Cost Adj.
Gas Used for Compressor Sta. Fuel--l

Other Gas Supply Expense
Labor & Labor Loading
Materials & Expenses

Total Gas Supply Expense $

641,618
59,983

701,601 $ s $

6,951
650

7,600
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line

No.

Account

No.

(a)

Allocation
Factor

No.

(c)

Total
Amount

(d)

Multi-Familv Residential

Demand Customer Commodity

(h) (i) (j)

870
5.5
5.5

$ 8,990,906 $
1,458,368

17,810 s
2,889

195,869 $
31,771

1,120

182

871
3.0
3.0

258,538
113,250

2,801
1 ,227

874
4.4
4.4

6,159,141
5,540,228

25,356
22,808

93,546
a4,14e

0
0

875
2.2

2.2

1,859,618
697,287

11,561
4,335

28,140

10,551

0

0

878
6.0
6.0

6,919,581
1,213,237

190,711
33,438

879
6.0
6.0

8,087,437
1 ,490,584

222,898
41,082

880

881

5.5
5.5
5.5

6,543,834
4,535,239
2,250,258

56,111,507 $

12,962
8,984
4,457

111,161 $

142,559
98,801
49,022

1,222,533 s

815
565
280

6,989

1
2
3
4

5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22

23 $

885
6.6
6.6

$ 2,797,818 $
338,062

10,345 $
1,250

44,742 $
5,406

0
0

886
1.0
1.0

26,673
80,753

295
893

887
128,622
105,586

0
0

2.2
2.2

8,500,012
7,043,715

52,843
43,789

889
0

0
2.2

2.2

1,461,314
580,480

9,085
3,609

22,113

8,784

892
3.3
3.3

6,159,505
3,973,153

0
0

94,228
60,781

893
35,320

21,544
6.0
6.0

1,281,534
781,684

894
6.6
6.6

196.535
189,711

33,410,949 $

727
701

123,536 $

3,143
3,034

534,304 $

0
0
0

24
25
26

27
28
29

30
31
32

33
34

35
36
37

38
39
40
41
42
43
44
45

Description

(b)
Distribution Expenses
Operation Supervision & Eng.
Labor & Labor Loading
Materials & Expenses

Distribution Load Dispatching
Labor & Labor Loading
Materials & Expenses

Mains & Svcs. Expense
Labor & Labor Loading
Materials & Expenses

Meas. & Reg. Sta. Exp.~Gen.
Labor & Labor Loading

Materials & Expenses
Meter & House Reg. Exp.
Labor & Labor Loading
Materials & Expenses

Customer Installation Exp.
Labor & Labor Loading

Materials & Expenses
(Other Expenses
Labor s. Labor Loading
Materlals & Expenses

Rents

Total Distribution-Operations
Operation and Maintenance Expense
Distribution Expenses

Mai ft. Supervision & Eng.

Labor & Labor Loading
Materials & Expenses

Mai ft. of Structures & Imp.
Labor & Labor Loading
Materials a. Expenses

Mai ft. of Mains
Labor s. Labor Loading
Materials & Expenses

Mains. of Meas. & Reg. Sta-Gen
Labor & Labor Loading

Materials & Expenses
Mai ft. of Services
Labor & Labor Loading
Materials & Expenses

Mai ft of Meter & House Reg.
Labor 8t Labor Loading

Materials & Expenses
Mains of Other Equip.
Labor & Labor Loading
Materlals & Expenses

Total Distribution-Maintenance $

46 Total Distribution O & M s 89,528,455 $ 234,698 $ 1,756,837 $ e,989
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICESTUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(a)

Description

(b)

Allocation
Factor
No.

(c)

Total
Amount

(d)

Multl-Family Residential
Demand Customer Commodity

(h) (i) (I)

901
10.1
10.1

$ 4,093,979 $
275,497

$ 54,762 $
3,685

902
13.0
13.0

4,850,483
2,194,002

55,104
24,874

903
13.0
13.0 404,465 4,585

903

904
905

13.0
13.0
4.0

16,062,467
1,441 ,028
2,977,729

182,103
84,360

102,962

10.1
10.1

5,410
225

518,071 $

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17

Customer Accounts Expenses
Supervision
Labor & Labor Loading
Materials & Expenses

Meter Reading Exp.
Labor & Labor Loading
Materials & Expenses

Customer Records & Collections
Labor & Labor Loading
Materials & Expenses

Customer Records & Collections - LCS
Labor & Labor Loading - LCS
Materials & Expenses - LCS

Uncollectible Accounts Exp.
Misc.CustomerAccounts Exp.
Labor & Labor Loading
Materials & Expenses

Total Customer Accounts Expenses $

404,465
16,795

38,730,909 $ $

908
13.0
13.0

$ 514,896 $
554,797

$ 5,837 $
6,403

909
13.0
13.0 25,125 285

910
13.0
13.0 249

12,715 $

18
1 g
20
21
22
23
24
25
26
27

Customer Service & Info. Exp.
Customer Asslstance Exp.
Labor & Labor Loading
Materials & Expenses

Info. & Instructional Exp.
Labor & Labor Loading
Materials & Expenses

MIsc. C.S. & I. Expense
Labor & Labor Loading
Materials & Expenses

Total Customer Service & Info. Exp. $

21,971
1,126,796 $ $

911
4.0
4.0

$ $ $ $

912
4.0
4.0

_

•

913

28
29
30
31
32
33
34
35
36
37

Sales Expense
Supewlsion
Labor & Labor Loading
Materials & Expenses

Demonstrating & Selling Exp.
Labor & Labor Loading
Materials & Expenses

Advertising Expense
Labor & Labor Loading
Materials & Expenses

Total Sales Expense $ $ $ $

38
39

Total O & M Expense
Allocation Percentage

$
Total O&M

130,087,751 $
100.00%

234,698 $
0.18%

2,287,683 $
1.76%

14,589
0.01%

Total O&M
8.0
1.1

102,140 1 .001 ,447
66,826

568,508

e,a8140
41
42

Other Operating Deductions
Administrative & GeneralExpense
Interest on Customer Deposits
Taxes Other Than income

56,946,694
1,915,314

33,124,880 115,336 1 ,289

43 $ 222,074,648 s 452,774 s 3,924,463 s 22,265

44
45
46
47

Total Allocated Operating Deductions
Tax Adjustments
Interest Expense
State South Georgia
Investment Tax Credit
Federal South Georgia

1.1
1.1
1.1
1.1

(

48,035,008
29.686

528,360)
290,114

(

167,251
10a

1,840)
1,010

(

824,405
509

9,068)
4,979

(

1,869
1

21)
11
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(2)

Description

(b)

Allocation
Factor

No.

(C)

Total
Amount

(d)

Multi-Familv Residential

Demand Customer Commodity

(h) (i) (j)

$ 1,267,124,121

34,448,206
10,379,937)
12,389,898
3,671,971

(

s 4,411,937 $ 21,747,115 $
119,944 591,220
18.727) 182,538)

43,140 212,643
12,185 63,020

( ( (

49,294
1 ,s40
1 ,164)

482
14a

1
2
3
4
5

6
7

8
g

10

Summary of Allocated Cost of Sewlce
Rate Base
Direct Net plant
SystemsAllocableNet Plant
Cash WorkingCapital
Materials & Supplies
Prepayments
Gas PlantAcquisitionAdjustment
CustomerDeposits
Customer Advances
Deferred Taxes
Deferred GainHdqtrs Bldg

1.1
1.1
1.1
1.1
8.0

8.0
1.1
7.0

( 31,921 ,898)
( 37,910,017)
( 142,632,297) ( 496.624)

( 1,113,765)

( 1,322,692)
( 2,447,938) ( 5,549)

11 Total Rate Base $ 1,094,790,047 $ 4,072,454 $ 17,547,064 $ 44,546

Direct
Net Op. Marg.

Dlfecf
9
4

Net op- Marg.

Net Op. Marg.
4

4
Net Op, Marg.

$
s
$
$
s
$
$
$

$
$

la $
25 s

Total O&M

4,975 $
3,788,660

( 234,698)
( 102.740)
( 305.012)

(
(
(

14,589)
6.387)
3,419)

12

13
14
15
16
17

18

19
20
21
22
23
24
25
26
27

Net Operating Margin

Special Contract & Optional Margin
Late Charges

Service Establishment Charges
Reconnect I Reread Charges
Other Revenue - Labor

Other Revenue - Parts s. Material
Other Revenue - Field Collection Fee

Other Revenue - Returned Item Fee
Other Revenue - Rental Income
Total Revenue
o & M
A & G
Depreciation Expense
Interest on Customer Deposits

Taxes other than Income

8.0
1.1

381,188,845 $ 3,699,991 $
5,784,028 $ 56,142 $
2,430,203 s 27,514 $

8,267,657 -
569,215

1,313 $

2,621 $
304,887
173,412
512,498 $

399,234,678
( 130,087,761)
( 56,946,694)
( 87,887,713)
( 1,915,314)

( 33,124,880) ( 115.336)

3,415,605 s
51,827 $
25,399

217,256
19,682

12 $

23 $

10,542
5,996
4,592 $

3,810,935
( 2,287,683)
( 1,001,447)

( 1,508,380)
( 66.8265
( 568.508) < 1289)

28
29
30

State IncomeTax
Taxable Income before Interest Exp,
InterestExpense
State Taxable Income

1.1
$

(
$

89,272,317 $ 3,029,875 s(
48,035,008) ( 167,251) (
41,237,309 s 2,862,624 $(

1,621.908) $(
824.405) (

2,446,313) $(

25,684)
1 ,869)

27,552)

31
32

33

State Income Tax
South Georgia
State Income Tax

1.1

2,873,416
29,686

2,903,102

199,468
103

199,571

(

(

170.459)

509
169.950)

(

(

1,920)
1

1,919)

34
35
36

Federal Income Tax
Taxable Income beforeInterestExp.
Interest Expense
Federal Taxable Income

1.1 (

89,272,317
48,035,008)
41 ,237,309

3,029,875
( 167,251)
2,862,624

(
(
(

1 ,621 ,908)
824,405)

2,446,313)

(
(
(

25584)
1,869)

27,552)

1.1
1.1

$

(

13,427,363 $
528,360) (
290,114

13,189,117 $

932,105 $(
1.840) (
1,010

931,275 $(

796,549) $(
9,068) (
4,979

800.638) $(

8,971 )
21)
11

8,981 )

37
38

39
40
41
42

43

44

Federal Income Tax
I T c

South Georgia
Total Federal IncomeTax
Regulatory Amortization
Net Income

Rateof Return on Rate Base

Rate of Recur by Class Total

$
1.1

$ 73,180,099 $ 1,899,028 $(

6.68% 46.63%

651,321) S(

(3.71%)

5.69%

14,784)

(33.19%)
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
no.
(H)

Description

(b)

Allocation
Factor

No.

(c)

Total
Amount

(d)

MMMHP Gas Service
Demand Customer Commodity

(k) (|) (M)

1 301-303
Direct Depreciation Expense
Intangible If tang. Plant $ $ $ $

2 325.5-336 Production Plant Prod.PIant $ $ $ $

3 366.1-371 Transmission Trans.pIant $ $ s $

4 374.1-387 Distribution Dis t.P Iant $ 75,910,024 $ 99,403 $ 25,560 $ 930

5 389-398 General 1.1 s 4,919,293 $ 6,442 $ 1,656 $ 80

6 Total Direct Dep. Exp. $ 80,829,317 $ 105,845 $ 27,216 $ 990

7 301 -303
Systems AllocableDepreciation Expense
Intangible If tang. Plant $ $ $ $

8 389-398 General 1.1 $ 2,540,252 $ 3,326 $ 855 $ 31

g
10
11

System Allocable Amortization
Miscellaneous Intangible
Structures-Leasehold Improvements

Total System Allocable Amortization

1.1

1.1

4,002,161
104,525

4,106,686

5,241
137

5,318

1,348
35

1.383

49
1

50

12 Total System Alloc Dep. Exp. & Amortization 6,646,938 8,704 2,238 81

13 Total Depredatlon Expense 87,476,255 114,549 29,454 1,072

Amortization
Amortization-Gas Plant Acquisition
Regulatory Amortizations

1.1
1.1
1.1
7.0
1.1
1.1

(

128,930
52,996) (

337,524

165
69) (

442

43
18) (

114

2
1)
4

14

15

16
17
18
19

20 Total Depreciation & Amortization Expense $ 87,887,713 $ 115,088 $ 29,593 $ 1 ,017

800
803
805
810
813

3.0
3.0
3.0
3.0
3.0
3.0
3.0

$ $ $ $21
22

23
24

25
26
27

28

Operation and Maintenance Expense
Gas Supply Expense
Natural Gas Wellhead Purchases
Natural Gas Transmission Line Purch
Purchased Gas Cost Adj.
Gas Used for Compressor Sta. Fuel-
Other Gas Supply Expense
Labor & Labor Loading
Materials & Expenses
Total Gas Supply Expense $

841,618
59,983

701,601 $

so

$ $

2.189
205

2,394
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30. 2007

Line
No.

Account
No.

(a)

Allocation
Factor

No.
(c)

Total
Amount

(d)

MMMHP Gas Service
Demand Customer Commodity

(k) (|) (M)

870
5.5
5.5

$ 8,990,906 $
1,458,368

6,698 $
1,088

3,397 $
551

353
57

871
3.0
3.0

258,538
113,250

882
386

874
4.4
4.4

6,159,141
5,540,228

9,536
8,578

1,971
1 ,773

0
0

875
2.2
2.2

1,859,618
697,287

4,348
1,630

139
52

0
0

878
6.0
6.0

6,919,581
1,213,237

3,236
567

879
6.0
6.0

8,087,437
1,490,584

3,783
697

880

881

5.5
5.5
5.5

6,543,834
4,535,239
2,250,258

56,117,507 $

4,87s
3,379
1,676

41 ,807 $

2.472
1,713

850
21,202 $

257
178

88
2,201

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23 $

885
6.6
6.6

$ 2,797,818 $
338,062

3,891 s
470

913 $
118

0
0

886
1.0
1.0

26,673
80,753

111
336

887
2.2
2.2

a,s00,012
7,043,715

19,874
16,469

836
527

0
0

889
2.2
2.2

1 ,461,314
580,480

3,417
1.357

109
43

0
0

892
3.3
3.3

6,159,505
3,973,153

0
0

4,931
3,181

893
6.0
6.0

1,281 ,534
781,684

599
366

894
6.6
6.6

196,535
189,711

33,410,949 $

273
264

46,461 $

68
66

11,817 $

0
0
0

24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

Description

(b)
Distribution Expenses
Operation Supervision & Eng.
Labor & Labor Loading
Materials & Expenses

Distribution Load Dispatching
Labor & Labor Loading
Materials & Expenses

Mains & Svcs. Expense
Labor a. Labor Loading
Materials & Expenses

Meas. & Reg. Sta. Exp.-Gen.
Labor & Labor Loading
Materials & Expenses

Meter & House Reg. Exp.
Labor & Labor Loading
Materials & Expenses

Customer Installation Exp.
Labor & Labor Loading
Materials & Expenses

Other Expenses
Labor & Labor Loadlng
Materials & Expenses

Rents
Total Distribution-Operations
Operation and Maintenance Expense
Distribution Expenses
Mai ft. Supervision & Eng.
Labor & Labor Loading
Materials & Expenses

Mai ft. of Structures a. Imp.
Labor & Labor Loading
Materials & Expenses

Mai ft. of Mains
Labor & Labor Loading
Materials & Expenses

Mai ft. of Meas. & Reg. Sta-Gen
Labor & Labor Loading
Materials a Expenses

Mains. of Services
Labor & Labor Loading
Materials & Expenses

Mai ft of Meter & House Reg.
Labor & Labor Loading
Materials & Expenses

IMaint of Other Equip.
Labor 8< Labor Loading
Materials & Expenses

Total Distribution-Maintenance $

46 Total Distribution o & M $ 89,528,455 $ 88,267 $ 32,819 $ 2,201



SCHEDULE G-4
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(2)

Description

(b)

Allocation
Factor

No.

(c)

Total
Amount

(d)

MMMHP Gas Service
Demand Customer Commodity

0<) (l) (M)

901
10.1
10.1

$ 4,093,979 $
215,497

$ 1,95B $
132

902
13.0
13.0

4.860.483
2,194,002

2,468
1,114

903
U13.0

13.0 404,465 205

903

904
905

13.0
13.0
4.0

16,052,457
7,441 ,028
2,977,729

8,157
3,179

509

10.1
10.1

193
8

18,524 $

1
2
a
4
5
6
7
8
9

10
11
12
13
14
15
16
17

Customer Accounts Expenses
Supervision
Labor & Labor Loading
Materials & Expenses

Meter Reading Exp.
Labor & Labor Loading
Materials & Expenses

Customer Records & Collections
Labor & Labor Loading
Materials & Expenses

Customer Records & Collections - LCS
Labor & Labor Loading - LCS
Materials & Expenses - LCS

Uncollectible Accounts Exp.
Misc. Customer Accounts Exp.
Labor & Labor Loading
Materials & Expenses

Total Customer Accounts Expenses $

404,465
16,795

38,730,909 s $

908
13.0
13.0

$ 514,895 s
564,797

$ 261  $
287

909
13.0
13,0 25,125 13

910
13.0
13.0

an

18
19
20
21
22
23
24
25
26
27

Customer Service & Info. EXP-
Customer Assistance Exp.
Labor & Labor Loading
Materials & Expenses

Info. 8. Instructional Exp.
Labor & Labor Loading
Materials & Expenses

Misc. C.S. & I. Expense
Labor & Labor Loading
Materials & Expenses

Total Customer Service & Info. Exp. $

21,977
1,126,798 $ $

11
512  $

911
4.0
4.0

$ s $ $

912
4.0
4.0

913

28
29
30
31
32
33
34
35
36
37

Sales Expense
Supervision
Labor & Labor Loading
Materials & Expenses

Demonstrating & Selling Exp.
Labor & Labor Loading
Materials & Expenses

Advertising Expense
Labor & Labor Loading
Materials & Expenses

Total Sales Expense s s $ s

38
39

Total o & M Expense
Allocation Percentage

$
Total O&M

130,087,761 $
100.00%

88,267 $
0.07%

51,915 s
0.04%

4,595
0.00%

38,640 2,01240
41
42

Other Operating Deductions
Administrative & General Expense
Interest on Customer Deposits
Taxes Other Than Income

Total O&M
8.0
1.1

56,946,694
1,915,314

33,124,880 43,377

22,725
330

11,153 406

43 s 222,074,648 s 170,284 $ 86,128 $ 7,013

44
45
46
47

Total Allocated Operating Deductions
Tax Adjustments

Interest Expense
State South Georgia
Investment Tax Credit
Federal South Georgia

1.1
1.1
1.1
1.1

(

48,035,008
29,686

528,3G0)
290,114

(

82,901
39

692)
a80

(

16,174
10

17a)
98

(

589
0

6)
4
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SOUTHWESTGAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line

No.

Account

No.

(a)

Description

(b)

Allocation
Factor

No.

(¢)

Total
Amount

(d)

MMMHP Gas Service

Demand Customer Commodity

(k) (0 (m)

$ 1,267,124,121

34,448,206
10,379,937)
12,389,898
3.671 ,971

(

$ 1,659,285 $
45,110

( 7,043)
16,224
4,808

(

426,653 $

11,599
4,142)
4,112
1,236

(

15,527
422
367)

152
45

1
2
3
4

5
6
7
8
g

10

Summary of Allocated Cost of Service
Rate Base
Direct Net Plant
Systems Allocable Net plant
Cash Working Capital
Materials & Supplies
Prepayments
Gas Plant Acquisition Adjustment
Customer Deposits

Customer Advances
Deferred Taxes
Deferred Gain Hdqtrs Bldg

1.1
1.1

1.1
1.1
8.0
8.0
1.1

1.0

( 31,921,898)
( 37,910,017)
( 142,632,297) ( 186,775)

(

(
(

5,508)
6,54t)

48,026) ( 1 ,748)

11 Total Rate Base $ 1,094,790,047 $ 1,531,609 $ 379,443 s 14,031

854,013 $
12,958 $
6,351 $

Direct

Net Op, Marg.
Direct

9
4

Net OP- Marg.
Net OP- Marg.

4
4

Net op- Marg.

$
$
$
$
$

$
$
$
$
$

3$
es

Total O&M
(
(
(

1,148 $
874,479
88,267)
38,640)

t15,088)

(
(
(

4,595)
2,012)

1 ,077)

12

13
14
15
16

17
18
19

20
21
22
23
24

25
26
27

Net Operating Margin
Special Contract & Optional Margin
Late Charges
Service Establishment Charges
Reconnect/ Reread Charges

Other Revenue - Labor
Other Revenue - Parts & Material
Other Revenue - Field Collection Fee
Other Revenue - Returned Item Fee
OtherRevenue- Rental Income
Total Revenue
o & M
A & G
Depreciation Expense
Interest on Customer Deposits

Taxes other than Income

8.0
1.1

381,188,845 $
5,784,028 $
2,430,203 $
8,267,657

569,215
1,313 $
2,621 $

304,887
173,412

512,498 $
399,234,678

( 130,087,761)
( 56,946,694)
( 87,887,713)
( 1,915,314)

( 33,124,880) ( 43,377)

118,080 $
1,792 $

878
2,350

97

0  $
1  $

52
30

159 $
123,439

( 51,915)
( 22,726)
( 29,593)

( 330)
( 11,153) ( 406)

28
29

30

State Income Tax
Taxable Income before Interest EXP-
Interest Expense
State Taxable Income

s
1.1 (

s

89,272,317 $
48,035.008) (
41,237,309 $

589,107 $
62,901) (

526,206 $(

8,090)
589)

8,678)

31
32
33

State Income Tax

South Georgia
State Income Tax

1.1

2,873,416
29,686

2,903,102

36,666
39

36,705

(

(

7,721 $(
16,174) (

8,453) $(

(

(

589)

10
519)

605)
0

604)

34
35
36

Federal Income Tax
Taxable Income before Interest EXP-
Interest Expense
FederalTaxable Income

1.1 (

89,272,317
48,035,008)
41,237,309

589,107
( 62901) (

526,205 (

7,721
18,174)
8,453)

(
<
(

8,090)
589)

8,678)

1.1
1.1

$

(

13,427,363 $
528,360) (

290,114
13,189,117 $

171,339 $(
692) (

380
171,027 $(

2,752) $(
178) (

98
2,833) $(

2,826)

6)
4

2,829)

37
38
39
40
41
42

43

44

Federal lnoome Tax

I T C
South Georgia
Total Federal Income Tax
Regulatory Amortization
Net Income

Rate of Return on Rate Base

Rate of Return by Class Total

$
1.1

$ 73,180,099 $

658%

381,375 $

24.90%

11,133 $(

2.93%

20.15%

4,657)

(33.19%)



SCHEDULE G-4
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS cosT OF SERVICESTUDY
TEST YEAR ENDING

APRIL 30,2007

Line

No.

Account
No.

(a)

Description

(b)

Allocation
Factor

No.

(c)

Total
Amount

(d)

Small General Gas Service
Demand Customer Commodity

(ml (0) (p)

1 301-303
DirectDepreciationExpense
Intangible If tang. Plant $ $ $ $

2 325.5-336 ProductionPlant Prod.Plant $ 0 $ $ $

3 366.1-371 Transmission Trans.PIant $ $ $ $

4 374.1-387 Distribution Dist.p!ant $ 75,910,024 $ 276,225 $ 1,013,749 $ 2,100

5 389-398 General 1.1 $ 4,919,293 $ 11,901 $ 65,695 $ 136

6 Total Direct Dep. Exp. $ 80,829,317 $ 294,126 $ 1,079,444 $ 2,236

7 301-303

Systems Allocable Depreciation Expense

Intangible If tang. Plant $ $ $ $

8 389-398 General 1.1 $ 2,540,252 $ 9,244 $ 33,924 $ 70

g
10
11

System Allocable Amortization
Miscellaneous Intangible
Structures-Leasehold Improvements
Total System Allocable Amortization

1.1
1.1

4,002,161
104,525

4,106,686

14,563

380
14,944

53,447
1,396

s4,a4s

111
a

114

12 Total System Alloc Dap. Exp, & Allmortization 6,646,938 24,187 88,767 184

13 TotalDepreciationExpense 87,476,255 318,313 1,168,212 2,42o

Amortization
Amortization-Gas Plant Acquisition
Regulatory Amortizations

1.1
1.1
1.1

1.0
1.1
1.1

(

128,930
52,996) (

337,524

462 1 ,695
193) ( 708) (

1 ,228 4,508

4

1)
9

14
15

16
17

18
19

20 Total Depreciation & Amortization Expense $ 87,887,713 $ 319,811 $ 1,173,707 $ 2,431

800
803

805
810
813

3.0
3.0
3.0
3.0
3.0
3.0
3.0

$ $ $ $21
22
23
24

25
26
27

28

Operation and Maintenance Expense
Gas Supply Expense
Natural Gas Wellhead Purchases
Natural Gas Transmission Line Purch

Purchased Gas Cost Adj.
Gas Used for Compressor Sta. Fuel-1
Other Gas Supply Expense
Labor & Labor Loading
Materials & Expenses

Total Gas Supply Expense $

641,618
59,983

701,501 $ $ $

4,942
462

5,404
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SCHEDULE G-4
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COSTOF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account

No.

(a)

Allocation
Factor
No.

(c)

Total
Amount

(d)

Small General Gas Service
Demand Customer Commodity

(H) (0) (p)

870
5_5
5.5

$ 8,990,906 $
1,458,368

18,613 $
3,019

160,522 $
26,037

796
129

871
3.0
3.0

258,538
113,250

1 ,992

872

874
4.4
4.4

6,159,141
5,540,228

26,499
23,836

70,405
63,330

0
0

875
2.2

2.2

1 ,859,618

697,287

12,082
4,530

14,270

5,351

0

0

B78
6.0
6.0

6,919,581
1,213,237

165,682
29.046

879
6.0

6.0

8,087,437
1,490,584

193,621

35,686

880

881

5.5

5.5
5.5

6,543,834

4,535,239
2,250,258

56,117,507 $

13,547
9,a89
4,658

116,174 $

116,832

80,971
40,176

1,001,909 $

580
402
199

4.970

1

2
3
4

5
6
7
8
g

10
11
12
13
14
15
16

17
18
19
20
21
22

23 $

885
6.6
6.6

$ 2,797,818 $
338,062

10.811 $
1,306

35,084 $
4,239

0
o

885
1.0
1.0

26,673
80,753

308

933

887
2.2
2.2

8,500,012
7,043,715

55,226
45,764

65,226
54,051

0
0

889
2.2
2.2

1,461,314
5a0,480

9,494
a,711

11,214
4,454

0

0

892
3.3
3.3

6,159,505
3,973,153

0
0

115,778
74,682

893
6.0
6.0

1,281,534
781,684

30,681
18,714

894
6.6
6.6

759
733

129,107 $

2,455
2,379

418,967 $

0
0
0

24
25
26
27

28
29
30
31
32

33
34
35
36
37
38

39
40
41
42
43
44
45

Description

(b)
Distribution Expenses
Operation Supervision & Eng.
Labor &Labor Loading
Materials & Expenses

Distribution Load Dispatching
Labor & Labor Loading
Materials & Expenses

Mains & Svcs. Expense

Labor & Labor Loading
Materials & Expenses

Meas. & Reg. Sta. Exp.-Gen.
Labor & Labor Loading
Materials & Expenses

Meter & House Reg. EXP-
Labor &Labor Loading
Materials & Expenses

Customer Installation Exp.

Labor & Labor Loading
Materials & Expenses

Other Expenses
Labor & Labor Loading
Materials & Expenses

Rents

Total Distribution-Operations
Operation and Maintenance Expense
Distribution Expenses
Mai ft. Supervision & Eng.
Labor & Labor Loading
Materials a Expenses

Mai ft. of Structures & Imp.
Labor & Labor Loading

Materials & Expenses
Mai ft. of Mains

Labor& Labor Loading
Materials & Expenses

Mal ft. of Meas. & Reg. Sta-Gen
Labor & Labor Loading
Materials & Expenses

Mains. of Services
Labor & Labor Loading
Materials a Expenses

Mai ft of Meter & House Reg.
Labor & Labor Loading
Materlals & Expenses

Mai ft of Other Equip.
Labor & Labor Loading
Materials & Expenses

Total Distribution-Maintenance s

196,535
189,711

33,410,949 $

46 Total Distribution o & M $ 89,528,455 $ 245,281 $ 1,420,817 $ 4,970
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Llne
No.

Account
No.

(a)

Description

(b)

Allocation
Factor
No.

(c)

Total
Amount

(d)

Small General Gas Service
Demand Customer Commodity

(n) (o) (p)

901
10.1
10.1

$ 4,093,979 $
275,497

$ 142,129 s
9,564

902
13.0
13.0

4,860,483
2,194,002

176,771
79,794

903
13.0
13.0 404,465 14,710

903

904
905

13.0
13.0
4.0

16,062,467
7,441 ,028
2,977,729

584,178
270,624
52,213

10.1
10.1

14,042
583

$ 1,344,608 $

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17

Customer Accounts Expenses
Supervision
Labor & Labor Loading
Materials & Expenses

Meter Reading Exp.
Labor & Labor Loading
Materlals & Expenses

Customer Records & Collections
Labor & Labor Loading
Materials & Expenses

Customer Records & Collections - LCS
Labor & Labor Loading - LCS
Materials & Expenses - LCS

Unoollectible Accounts Exp.
Misc. Customer Accounts Exp.
Labor & Labor Loading
Materials & Expenses

Total Customer Accounts Expenses $

404,465
16,795

38,730,909 $

908
13.0
13.0

$ 514,896 $
564,797

$ 18,726 $
20,541

909
13.0
13.0 25,125 914

910
13.0
13.0

18
19
20
21
22
23
24
25
26
27

Customer Service & Info. Exp.
Customer Assistance Exp.
Labor a Labor Loading
Materials & Expenses

Info. & Instructional Exp.
Labor & Labor Loading
Materials & Expenses

Misc. C.S. & I. Expense
Labor & Labor Loading
Materials & Expenses

Total Customer Service & info. Exp. $

21.977
1,128,796 $ $

egg
40,981 $

911
4.0
4.0

$ $ $ $

912
4.0
4.0

913
4.0
4.0

28
29
30
31
32
33
34
35
36
37

Sales Expense
Supervision
Labor & Labor Loading
Materials & Expenses

Demonstrating & Selling Exp.
Labor & Labor Loading
Materials & Expenses

Advertising Expense
Labor & Labor Loading
Malerlals a Expenses

Total Sales Expense $ $ $ s

38
39

Total O & M Expense
Allocation Percentage

$
Total O&M

130,087,761 $
100.00%

245,281 $ 2,806,465 s
0.19% 2.16%

10,374
0.01 %

107,373 4,54140
41
42

Other Operating Deductions
Administrative & General Expense
Interest on Customer Deposits
Taxes Other Than Income

Total raM
8.0
1 .1

56,946,694
1,915,314

33,124,880 120,537

1 ,228,547
33,888

442,370 916

43 s 222,074,648 $ 473,190 s 4,511,271 $ 15,832

44
45
46
47

Total Allocated Operating Deductions
Tax Adjustments
Interest Expense
State south Georgia
Investment Tax Credit
Federal South Georgia

1.1
1.1
1.1
1.1

(

48,035,008
29,686

528,360)
290,114

(

174,792
108

1,923)
1,056

(

641 .489
396

7,055)
3,874

(

1,329
1

15)
8
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SCHEDULE G-4
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(2)

Description

(b)

Allocation
Factor

No.

(c)

Total
Amount

(d)

Small General Gas Service
Demand Customer Commodity

(n) (0) (p)

$ 1,267,124,121 $ 4,610,880 $ 16,921,956 $
34,44B,206 125,352 460,043
10,379,937) 19,571) 223,933)

12,389,898 45,085 165,462
3,671 ,971 13,362 49,038

( ( ( (

35,052
953
828)
343
102

1
2
3
4
5
6
7
8
g

10

Summary of Allocated Cost of Service
Rate Base
DilBd Net Plant
Systems Allocable Net Plant
Cash Working Capital
Materials & Supplies
Prepayments

Gas Plant Acquisition Adjustment
Customer Deposits
Customer Advances

Deferred Taxes
Deferred Gain Hdqtrs Bldg

1.1
1.1
1.1
1.1
8.0
8.0
1.1
1.0

( 31,921,898)

( 37,910,017)
( 14-2,632,297) ( 519,018)

( 564,803)
( 670,752)
( 1,904,800) ( 3,946)

11 TotalRate Base $ 1,094,790,047 $ 4,256,089 $ 14,232,211 s 31,676

Direct
Net Op. Marg.

Direct
g
4

Net Op. Marg.
Net Op. Marg.

4
4

NetOp. Marg.

$
$
$
$

$
$

$
$
$

$

Total O&M

3,795 s

2,900,562
( 245.281)
( 107,373)
( 319,811)

(
(
(

10,374)
4,541 )
2,431 )

12
13
14
15
16
17
18
19
20

21
22
23
24
25
26
27

Net Operating Margin
Special Contract & OptionalMargin
Late Charges
Service Establishment Charges

Reconnect/ RereadCharges
OtherRevenue -Labor
Other Revenue - Parts & Material
Other Revenue - Field Collection Fee

Other Revenue - Returned Item Fee
Other Revenue - Rental lnoome

Total Revenue
o & M
A a G
Depreciation Expense
Interest on Customer Deposits
Taxes other than Income

8.0
1.1

381,188,845 $ 2,822,517 $ 5,045,125 $
5,784,028 s 42,828 $ 76,553 $
2,430,203 $ 31,393 $ 56,114
8,267,657 - 241,028

569,215 - 9,981
1,313 $ 10 $ 17 $
2,621 s 19 $ 35 $

304,887 5,346
173,412 3,041
512,498 $ 6,783 s

399,234,678 5,444,022
( 130,087,761) (2,806,465)
( 56,946,694) (1,228,547)
( 87,887,713) (1,173,707)
( 1,915,314) ( 3a,888)
( 33,124,880) ( 442,370)( 120,537) ( 916)

28
29

30

State Income Tax
Taxable Income before Interest Exp.

InterestExpense
State Taxable Income

1.1
$

(
$

89,272,317 $ 2,107,561 $(
48,035,008) ( 174.792) (
41,237,309 $ 1,932,769 $(

240.955) $(
641,489) (
882,444) s(

18,263)

1,329)
19,592)

31
32
33

State Income Tax

South Georgia
State Income Tax

1.1

2,873,416
29,686

2,903,102

134,675
108

134,783

(

(

61,489)

396
61,092)

(

(

1,365)
1

1,364)

34

35
36

Federal Income Tax
Taxable Income before Interest Exp.
Interest Expense
Federal Taxable Income

1.1 (
89,272,817
48,035,008)
41,237,309

2,107,561
( 174.792)
1 ,932,759

(
(
(

240,955)
641 ,489)
882,444)

(
(
(

18263)
1,329)

19,592)

1.1
1.1

$

(

13,427,363 $
528,360) (
290,114

13,189,117 $

629,333 $(
1,923) (

1,056
628,466 $(

287.334) $(
7,056) (
3,874

290,516) $(

6,379)
15)

8
6,3861

37
38

39
40
41
42

43

44

Federal Income Tax
I T C
South Georgia

Total Federal Income Tax
Regulatory Amortization
Net Income

Rate of Return on Rate Base

Rate of Return by Class Total

$
1.1

$ 73,180,099 $ 1,344,312 $

6.88% 31.59%

110,653 s(

0.78%

7.80%

an

10.5133
(33.19%)
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SCHEDULE G-4
SHEET 17 OF 60

SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(2)

Description

(b)

Allocation
Faeroe
No.

(C)

Total
Amount

(d)

Medium GeneralGas Service
Demand Customer Commodity

(d) (e) (f)

1 301-303

DirectDepreciationExpense
Intangible If tang. Plant $ $ s $ 41

2 325.5-336 Production Plant Prod.Plant s s $ $

8 366.1-371 Transmlssion Trans.PIant $ $ $ $

4 374.1-387 Distribution Dist.Plant $ 75,910,024 $ 1,506,527 $ 2,633,236 $ 19,043

5 389-398 General 1.1 $ 4,919,293 $ 97,629 $ 170,645 $ 1 ,234

6 Total Direct Dep. Exp. $ 80,829,317 $ 1,604,157 $ 2,803,881 $ 20,217

7
Systems AllocableDepreciation Expense

301-303 Intangible If tang.Plant $ $ $ s

8 389-398 General 1.1 $ 2,540,252 $ 50,414 s 88.119 s 637

9
10
11

System Allocable Amortization
Miscellaneous Intangible
Strum res-Leasehold Improvements
Total System Allocable Amortizatlon

1.1
1.1

4,002,161
104.525

4,106,685

79,428
2,074

81 ,502

138.831
a,e2e

142,456

1,0o4
26

1 ,030

12 Total System Alloc Dep. Exp. & Amortization 6,648,938 131,917 230,575 1 ,667

13 Total Depreciation Expense 87,476,255 1,736,073 3,034,456 21,944

Amortizatlon
Amortization-Gas Plant Acquisition
Regulatory Amortizations

1.1
1.1
1.1
1.0
1_1
1.1

(
126,930
52,996)

337,524
(

2,519
1 ,052)

e,e99
(

4,403
1,838) (

11,708

32
13)
85

14
15
16
17
18
19

20 Total Depreciation & Amortizatlon Expense $ B7,887,713 s 1,744,239 $ 3,048,729 $ 22,047

800
803
805
810
813

3.0
3.0
3.0
3.0
3.0
3.0
3.0

$ $ s $21
22
23
24
25
26
27
28

Operation and Maintenance Expense
Gas Supply Expense
Natural Gas WellheadPurchases
Natural Gas TransmissionLine Purch
PurchasedGas Cost Adj.
Gas Used for CompressorSta. Fuel-
Other Gas Supply Expense
Labor & Labor Loadlng
Materials & Expenses
Total Gas SupplyExpense $

641,618
59,983

701,601 $ $ $

44,820
4,190

49,010
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICESTUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(a)

Allocation
Factor
No.

(G)

Total
Amount

(d)

Medium General Gas Service
Demand Customer Commodity

(d) (e) (f)

870
5.5
5.5

$ 8,990,906 $
1,458,368

101,514 $
16,466

406,229 $
65,892

1,221
1,171

871
3.0
3.0

258,538
113,250

18,060
7,911

874
4.4
4.4

6,159,141
5,540,228

144,525
130,002

186,210
167,499

0
0

875
2.2
2.2

1,859,618
697,287

65,896
24,108

13,703
5,138

0
0

878
6.0
6.0

5,919,581
1,213,237

425.310
74,571

879
6.0
6.0

8,087,437
1,490,584

497.092
91 .618

880

881

5.5
5.5
5.5

73.885
51 ,206
25,407

633,610 $

295,665
204,912
101,672

2,535,511 $

5,255
3,642
1 .807

45,068

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22

23 $

6,543,834
4,535,239
2,250,258

56,117,507 $

885
6.6
6.6

$ 2,797,818 $
338,062

58,965 $
7,125

95.189 $
11.502

0
0

886
t.0
1.0

26,673
80,753

1 ,681
5,088

887
2.2
2.2

8,500,012
1,043,115

301,199
249,595

62,635
51 ,904

0
0

889
2.2
2.2

1,461,314
580,480

51 ,782
20,569

10,768
4,217

0
0

892
3.3
3.3

6,159,505
3,973,153

0
0

462,297
298,202

893
6.0
6.0

1 ,281 ,534
781 ,684

78,769
48,046

894
6.6
6.6

198,535
189,711

33,410,949 $

4,142
3,998

704,145 $

6,687
e,4s4

1,136,731 $

0
o
0

24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

Description

(b)
Distribution Expenses
Operation Supervision & Eng.
Labor & Labor Loading
Materials & Expenses

Distribution Load Dispatching
Labor & Labor Loading
Materials & Expenses

Mains & Svcs. Expense
Labor a Labor Loading
Materials & Expenses

Meas. & Reg. Sta. Exp.-Gen.
Labor & Labor Loading
Materials & Expenses

Meter & House Reg. Exp.
Labor & Labor Loading
Materials & Expenses

Customer Installation Exp.
Labor & Labor Loading
Materials & Expenses

Other Expenses
Labor a Labor Loading
Materials & Expenses

Rents

Total Distribution-Operations
Operation and Maintenance Expense
Distribution Expenses
Mai ft. Supervision & Eng.
Labor & Labor Loading
Materials & Expenses

Mai ft. of Structures & Imp.
Labor & Labor Loading
Materials & Expenses

Mai ft. of Mains
Labor & Labor Loadlng
Materials & Expenses

Mai ft. of Meas. & Reg. Sta-Gen
Labor a Labor Loading
Materials & Expenses

Mai ft. of Services
Labor & Labor Loading
Materials & Expenses

Mai ft of Meter & House Reg.
Labor & Labor Loading
Materials & Expenses

Mai ft of Other Equip.
Labor & Labor Loadlng
Materials & Expenses

Total Distribution-Maintenance $

46 Total Distribution O & M $ 89,528,455 s 1,337,754 $ 3,672,242 $ 45,068
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(a)

Description

(b)

Allocation
Factor
No.

(C)

Total
Amount

(4)

Medium General Gas Service
Demand Customer Commodity

(d) (e) (f)

901
10.1
10.1

$ 4,093,979 s
275,497

s 219,913 s
14,799

902
13.0
13.0

4,860,483
2,194,002

278,326
125,635

903
13.0
13.0 404,465 23,161

903

904
905

13.0
13.0
4.0

16,062,467
1,441 ,028
2,977,729

919,784
425,095
50,139

10,1
10.1

21,726
902

2,080,480 $

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17

Customer Accounts Expenses
Supervision
Labor&Labor Loading
Materials & Expenses

Meter Reading Exp.
Labor 8- Labor Loading
Materials & Expenses

Customer Records & Collections
Labor & Labor Loading
Materials & Expenses

Customer Records & Collections - LCS
Labor & Labor Loading - LCS
Materials & Expenses - LCS

Uncollectible Accounts Exp.
Misc. Customer Accounts Exp.
Labor & Labor Loading
Materials & Expenses

Total Customer Aooounts Expenses $

404.465
16.795

38,730,909 $ $

908
13.0
13.0

$ 514,896 $
564,797

$ 29,484 $
32,342

909
13.0
13.0 25,125 1 ,439

910
13.0
13.0

18
19
20
21
22
23
24
25
26
27

Customer Service & Info. Exp,
Customer Assistance Exp.
Labor & Labor Loading
Materials & Expenses

Info. & Instructional Exp.
Labor & Labor Loading
Materials 8i Expenses

Misc. C.S. & I. Expense
Labor & Labor Loading
Materials & Expenses

Total Customer Servlce & Info. Exp. $

21,971
1,126,796 $ s

1,258
64,524 $

911
$ s4.0

4.0
$ $

912
4.0
4.0

913
4.0
4.0

28
29
30
31
32
33
34
35
36
37

Sales Expense
Supervision
Labor & Labor Loading
Materials & Expenses

Demonstrating & Selling Exp.
Labor & Labor Loading
Materials &Expenses

Advertising Expense
Labor & Labor Loading
Materials & Expenses

Total Sales Expense s $ s s

38
39

Total O& M Expense
AllocationPercentage

$
Total O&M

130,087,761 s 1,337,754 s
100.00% 1.03%

5,817,246 s
4.47%

94,078
0.07%

585.610 41,183
40
41
42

Other Operating Deductions
Administrative & General Expense
interest on Customer Deposits
Taxes Other Than Income

Total O&M
8.0
1.1

56,946,694
1,915,314

33,124,880 657.404

2,545,534
32,542

1 ,149,066 8,310

43 s 222,074,648 $ 2,580,768 $ 9,545,388 $ 143,571

44
45
46
47

Total Allocated Operating Deductions
Tax Adjustments
Interest Expense
State South Georgia
Investment Tax Credit
Federal South Georgia

1.1
1.1
1.1
1.1

(

48,035,008
29,686

528.360)
290,114

(

953,313
589

10,486)
5,758

(

1 ,666,282
1 ,030

18,328)
10,0e4

(

12,050
7

133)
73
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Llne
No.

Account
No.

(a)

Description

(b)

Allocation
Factor

No.

(<=)

Total
Amount

(d)

Medium General Gas Service
Demand Customer Commodity

(d) (e) (f)

$ 1,267,124,121 $25,147,627 $
34,448,206 683,667
10,379,937) 106,742)
12,389,898 245,893

8,671,971 72,875

( ( (

43,955,154 $
1 ,194,971

464,169)
429,792
127,377

(

317,867
8,642
7,507)
3,108

921

1
2
3
4

5
6
7
8
9

10

Summary of Allocated Cost of Service
Rate Base
Direct Net Plant
Systems Allocable Net Plant
Cash Working Capital
Materials & Supplies
Prepayments
Gas Plant Acquisition Adjustment
Customer Deposits
Customer Advances
Deferred Taxes
Deferred Gain Hdqtrs Bldg

1.1
1.1
1.1
1.1
8.0
8.0
1.1
7.0

( 31,921.898)
( 37,910,017)
( 142,632,297) (2,830,712)

(
(
(

542,371 )
644,112)

4,947,759) ( 35180)

11 Total Rate Base $ 1,094,790,047 $23,212,607 $ 39,108,882 $ 287,251

Direct
Net Op. Mark.

Direct
g
4

Net Op, Marg.
Net Op. Marg.

4
4

Net OP- Marg.

$
$
$
$
$
$
$
$
$
$

Total O&M
(
(
(

94,078)
41,183)
22,047)

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

Net Operating Margin
Special Contract & Optional Margin
Late Charges
Service Establishment Charges
Reconnect/ Reread Charges
Other Revenue - Labor
Other Revenue - Parts & Material
Other Revenue - Field Collection Fee
Other Revenue - Returned Item Fee
Other Revenue - Rental Income
Total Revenue
o & M
A & G
Depreciation Expense
Interest on Customer Deposits
Taxes other than income

381,188,845 $17,915,706 $
5,784,028 $ 271,847 $
2,430,203 $ 199,266 $
8,267,657 .

569,215 -
1,313 $ 6 2  $
2,621 s 123  $

304,887 -
173,412 .
512,498 $ 24,087 $

399,234,678 18,411,091
( 130,087,761) (1,331,'754)
( 56,946,694) (  585.610)
( 87,887.713> (1,744,239)
( 1,915,314)
( 33,124,880) (  657,404)

(
(
(
(
(

6,395,070 $
97,037 $
71,129

231,455
9,585

2 2  $
4 4  $

5,134
2,920
8,598 $

6,820,992
5,817,246)
2,546,534)
3,048,729)

32,542)
1,149,056) ( 8,310)

28
29
30

State Income Tax
Taxable Income before Interest Exp.
Interest Expense
State Taxable Income

1.1
$

(
$

89,272,317 $14,086,083 $(
48,035,008) (  953.313) (
41,237,309 $13,132,770 $(

5,773,124) $(
1,686,282) (
7,439.407) $<

165.618)
12,050)

177,668)

31
32
33

State Income Tax
South Georgia
State Income Tax

1.1

2,873,416
29,686

2.903.102

915,091
589

915,681

(

(

518,378)
1,030

517.348)

(

(

12,380)
7

12,372)

34
35
36

Federal Income Tax
Taxable Income before Interest Exp.
Interest Expense
Federal Taxable Income

1.1 (

89,272,317
48,035,008)
41 ,237,309

14,086,083
(  953.313)
13,132,770

(
(
(

5,773, 124)
1 .666282 )
7,439,407)

(
(
(

165.618)
12,050)

177,668)

$

(

13,427,363 $ 4,276,187 s(
528.360) ( 10,486) (
290,114 5,758

13,189,117 s 4,271,459 $(

2,422,360) $(
1B,328) (
10.064

2,430,625) $(

57,851)
133)
73

51,911 )

37
38
39
40
41
42

43

44

Federal Income Tax
I T C
South Georgia
Total Federal Income Tax
Regulatory Amortization
Net Income

Rate of Return on Rate Base

Rate of Recur by Class Total

$
1.1

$ 73,180,099 $ 8,898,944  $ (

6.68% 38.34%

2,825,152) Sc 95335)

(7.22%) (a3.19%)

9.55%
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(a)

Description

(b)

Allocation
Factor
No.

(c)

Total
Amount

(d)

Large General Gas Service
Demand Customer Commodity

(g) (h) (i)

1 301 -303

Direct Depreciation Expense
Intangible If tang. Plant $ $ $ $

2 325.5-336 Production Plant Prod.Plant $ $ s $

3 366.1-371 Transmission Trans.plant $ $ $ $

4 374.1-387 Distribution Dist.pIant $ 75,910,024 $ 4,115,293 $ 2,198,169 $ 62,411

5 389-398 Ge ne ra l 1.1 $ 4,919,293 $ 266,689 $ 142,451 s 4,044

6 Total Direct Dep. Exp. $ B0,B29,317 $ 4,381,982 $ 2,340,620 $ 66.456

7
Systems Allocable Depreciation Expense

301-303 Intangible lntang. Plant $ $ $ $

8 389-398 General 1.1 $ 2,540,252 $ 137,714 $ 73,560 s 2,089

9
10
11

System Allocable Amortization
Miscellaneous Intangible
Structures-Leasehold Improvements
Total System Allocable Amortization

1.1
1.1

4,002,161
104,525

4,106,686

216,968
5,667

222,635

115,893
3,027

118,920

:a,29o
86

3,376

12 Total SystemAllowDep. Exp.& Amortization 6,646,938 360,349 192,479 5,465

13 Total Depreciation Expense 87,476,255 4.742.331 2,533,099 71 ,920

Amortization
Amortization-Gas PlantAcquisition
Regulatory Amortizations

1.1
1.1
1.1
7.0
1.1
1.1

(

126,930 6,881
52,996) ( 2,873) (

337,524 18,298

3,676
1 ,535)
9,774

(

104

44)
278

14
15
16
17
18
19

20 Total Depredation & Amortization Expense $ 87,887,713 $ 4,764,637 $ 2,545,014 $ 72,259

800
803
805
810
813

3.0
3.0
3.0
3.0
3.0
3.0
3.0

s $ $ s21
22
23
24
25
26
27
28

Operation and Maintenance Expense
Gas Supply Expense
Natural Gas Wellhead Purchases
Natural Gas Transmission Line Purch
Purchased Gas Cost Adj.
Gas Used for Compressor Sta. Fuel--
Other Gas Supply Expense
Labor a Labor Loading
Materials & Expenses
Total Gas Supply Expense $

541 ,818
59,983

701 ,801 $ $ $

146,895
13,733

160.628
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SOUTHWEST GASCORPORATION
ARIZONA

CLASS COSTOF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(a)

AIIO son
Factor
No.

(c)

Total
Amount

(d)

Lame General Gas Service
Demand Customer Commodity

(g) (h) (i)

870
5.5
5.5

$ 8,990,906 $
1,458,368

277,301 $
44,979

420,875 $
68,268

23,665
3,839

871
3.0
3.0

258,538
113,250

59,191
25,928

874
4.4
4.4

6,159,141
5,540,228

394,790
355,119

131,028
117,861

0
0

875
1,859,618

697,287

180,004
67,495

6,047
2,267

0
0

878
6.0
6.0

6,919,581
1,213,237

490,958
8e,0a2

879
6.0
6.0

8,087,437
1 ,490,584

573,820
105,760

880

881

5.5
5.5
5.5

6,543,834 201 ,827
4,535,239 139,877
2,250,258 59,403

56,117,507 s 1 ,730,795 $

306,325
212,300
105,337

2,626,928 $

17,224
11,937
5,923

147,706

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22

23 $

885
6.6
6.6

$ 2,797,818 s
338,062

161,071
19,462

$ 72,743 $
8,790

0
0

886
26.673
80,753

4,591
13,899

887
2.2
2.2

8,500,012
7,043,715

822,769
681 ,805

27,638
22,903

0
0

889
2.2
2.2

1 ,461 ,314
580,480

141,450
56,188

4,751
1,881

0
o

892
6,159,505
3,973,153

0
0

348,645
224.892

893
6.0
6.0

1 ,281,534
781,684

90,927
55,462

894
6.8
5.6

196.535 11,315
189,711 10,922

33,410,949 s 1,923,472 S

5,110
4,932

868,681 $

0
0
0

24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

Description

(b)
Distribution Expenses
Operation Supervision & Eng.
Labor & Labor Loading
Materials & Expenses

Distribution Load Dispatching
Labor & Labor Loading
Materials & Expenses

Mains & Svcs. Expense
Labor & Labor Loading
Materials & Expenses

Meas. & Reg. Sta. Exp.-Gen.
Labor & Labor Loading
Materials & Expenses

Meter & House Reg. Exp.
Labor a Labor Loading
Materials & Expenses

Customer Installation Exp.
Labor & Labor Loading
Materials & Expenses

Other Expenses
Labor & Labor Loading
Materlals & Expenses

Rents

Total Distribution-Operations
Operation and Maintenance Expense
Distribution Expenses
Mai ft. Supervision & Eng.
Labor & Labor Loading
Materials 8: Expenses

Mai ft. of Structures & Imp.
Labor & Labor Loading
Materials & Expenses

Mai ft. of Mains
Labor & Labor Loading
Materials & Expenses

Mains. of Meas. & Reg. Sta-Gen
Labor & Labor Loading
Materials & Expenses

Mai ft. of Services
Labor & Labor Loading
Materials 8= Expenses

Mai ft of Meter & House Reg.
Labor & Labor Loading
Materlals & Expenses

Mai ft of Other Equip.
Labor & Labor Loading
Materials & Expenses

Total Distrlbutlon-Matntenanoe $

46 Total Distribution oa. M

iv:

$ 89,528,455 $ 3,654,266 $ 3,495,609 $ 147,706
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No .

Account
No.

(a)

Description

(b)

Allocation
Factor
No.

(c)

Total
Amount

(d)

Lame General Gas Service
Demand Customer Commodity

(g) (h) (i)

901
10.1
10.1

s 4,093,979 $
275,497

$ 117,537 s
1.909

902
13.0
13.0

4,860,483
2,194,002

149,490
67,479

903
13.0
13.0 404,465 12,440

903

904
905

13.0
13.0
4.0

16,062,467
7,441 ,028
2,977,729

494,019
228,857
22,124

10.1
10.1

1
2
3
4
5
6
7
8
g

10
11
1 2
13
14
15
16
17

Customer Accounts Expenses
Supervision
Labor & Labor Loadlng
Materials & Expenses

Meter Reading Exp.
Labor & Labor Loading
Materials & Expenses

Customer Records & Collections
Labor & Labor Loading
Materials & Expenses

Customer Records & Collections - LCS
Labor & Labor Loading - LCS
Materials & Expenses - LCS

Uncollectible Accounts Exp.
Misc. Customer Accounts Exp.
Labor & Labor Loading
Materials & Expenses

Total Customer Accounts Expenses $

404,465
16,795

38,730,909 $ $

11,612
482

1,111,949 $

908
13.0
13.0

s 514.896 $
554,797

$ 15,836 $
17,371

909
13.0
13.0 25,125 773

910
13.0
13.0

18
19
20
21
22
23
24
25
26
27

Customer Service & Info. Exp.
Customer Assistance Exp,
Labor & Labor Loading
Materials & Expenses

Info. & lnstnuctlonal Exp.
Labor & Labor Loading
Materials & Expenses

Misc. C.S. & I. Expense
Labor & Labor Loading
Materials a Expenses

Total Customer Service & Info. Exp. $

21,977
1.126.796 $ $

676
34,656 $

911
4.0
4.0

s s $ $

912
4.0
4.0

913
4.0
4.0

28
29
30
31
32
33
34
35
36
37

Sales Expense
Supervision
Labor & Labor Loading
Materials & Expenses

Demonstrating & Selling Exp.
Labor & Labor Loading
Materials & Expenses

Advertising Expense
Labor & Labor Loading
Materials & Expenses

Total Sales Expense $ $ $ $

38
39

Total O & M Expense
Allocation Pexoentage

$
Total O&M

130,087,761 $ 3,654,266 $
100.00% 2.81 %

4,642,214 s
3.57%

308,335
0.24%

1,599,677 2,032,157 134,97540
41
42

Other Operatlng Deductions
Administrative & General Expense
Interest on Customer Deposits
Taxes Other Than Income

Total O&M
8.0
1 .1

56,946,694
1,915,314

33,124,880 1,795,792 959,215 27,234

43 $ 222,074,648 s 7,049,735 s 7,633,587 s 470,544

44
45
4s
47

Total Allocated Operating Deductions
Tax Adjustments
Interest Expense
State South Georgia
Investment Tax Credit
Federal South Georgia

1.1
1.1
1.1
1.1

(

48,035,008
29,686

528,360)
290,114

(

2,604,111
1 ,609

28,644)
15,728

(

1,390,977
B60

15,300)
8,401

(

39,493
24

434)
239
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30.2007

Line
No.

Account
No.

(2)

Description

(b)

Allocation
Factor
No.

(c)

Total
Amount

(d)

Large General Gas Service
Demand Customer Commodity

(Q) (h) (i)

$ 1,267,124,121
34,448,206
10,379,937)
12,389,898
3,871 ,971

(

$68,694,320 $
1,867,533

( 291.581)
671,691
199.068

(

36,692,829 $ 1,041 ,792
997,536 28,322
370,411) 24,603)
358,781 10,187
106,331 3,019

(

1
2
3
4
5
6
7
8
g

10

Summary of Allocated Cost of Service
Rate Base
Direct Net Plant
Systems Allocable Net Plant
Cash WorkingCapital
Materials & Supplies
Prepayments
Gas Plant AcquisitionAdjustment
CustomerDeposits
Customer Advances
Deferred Taxes
Deferred Gain HdqtrsBldg

1.1
1.1
1.1
1.1
8.0
8.0
1.1
7.0

( 31,921,898)
( 37,910,017)
( 142,B32,297) (7,732,493) ( 4,130,284) ( 117,268)

11 Total Rate Base $ 1,094,790,047 $63,408,538 $ 33,654,783 s 941,450

Dlrect
Net Op. Marg.

Direct
9
4

Net OP- Marg.
Net Op. Marg.

4
4

Net Op. Marg.

$
$
$
$
$
5
$
$
$
$

Total O&M
(
(
(

12,398,950 $
18B,137 $
11,439

102,130
4,229

43 $
85 $

2,285
1,288

1B,870 $
12,725,236
4,642,214)
2,032,157)
2,545,014)

(
(
(

308.335)
134,975)
72,259)

12
13
14
15
LG
17
18
19
20
21
22
23
24
25
26
27

Net Operating Margin
Special Contract & Optional Margin
Late Charges
Service Establishment Charges
Reconnect/ Reread Charges
Other Revenue - Labor
Other Revenue - Parts & Material
Other Revenue - Field Collection Fee
Other Revenue - Returned Item Fee
Other Revenue - Rental Income
Total Revenue
o & M
A a G
Depreciation Expense
Interest on Customer Deposits
Taxes other than Income

8.0
1.1

381,188,845 $40,605,031 $
5,784,028 $ 616,127 $
2,430,203 $ 37,460 $
8,267,657 .

569,215 -
1,313 $ 140 $
2,621 $ 279 s

304,887 -
173,412 -
512,498 s 54.592 s

399,234,678 41,313,629
< 130,087,761) (3,654,266)
( 56,946,694) (1,599,677)
( 87,887.713) (4,764,637)
( 1,915,314) -
( 33,124,880) ( 1,795,792) ( 959,216) ( 27,234)

28
29
30

State Income Tax
Taxable Income before Interest Exp.
Interest Expense
State Taxable Income

1.1
$

(
$

89,272,317 $29,499,257 s
48,035,008) (2,604.111) (
41,237,309 $26,8951145 $

2,546,638 $(
1,390,977) (
1,155,659 $(

542.803)
39,493)

582,296)

31
32
33

State Income Tax
South Georgia
State lnoome Tax

1.1

2,873,416
29,686

2,903,102

1,874,054
1,609

1 ,875,663

80.528
860

a1,38e

(

(

40.574)
24

40,550)

34
35
36

Federal Income Tax
Taxable Income before Interest Exp.
Interest Expense
Federal Taxable Income

1.1 (
89,272,317
48,035,008)
41 ,237,309

29,499,257
(2,604,111 )
26,895,145

(

2,548,636
1 ,390,977)

1 ,155,659

(
(
(

542,803)
39,493)

582296)

1.1
1.1

s

(

13,427,363 $ 8,757,382 $
528,360) ( 28,644) (
290,114 15,728

13,189,117 $ 8,744,466 $

376,296 $(
15,a00) (
8,401

389,397 $(

189,603)
434)
239

189,798)

37
38
39
40
41
42

43

44

Federal Income Tax
I T c
South Georgia
Total Federal Income Tax
Regulatory Amortization
Net Income

Rate of Return on Rate Base

Rate of Return by Class Total

s
1.1

$ 73,180,099 $ 18,879,127 $

6.68% 29.77%

2,095,852 $(

6.23%

21.08%

312,455)

(33.19%)
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account

No.

(2)

Description
(b)

Allocation
Factor

No.
(c)

Total
Amount

(d)

Transportation Eligible Service
Demand Customer Commodity

0) (k) (|)

1 301-303
DirectDepreciatlon Expense
Intangible lntang. Plant $ $ $ $

2 325.5-336 Production Plant Prod.pIant $ $ $ $

3 356.1-371 Transmission Trans. Plant $ $ $ $

4 374.1-387 Distribution Dist.PIant $ 75,910,024 $ 2,828,709 $ 267,012 $ 41,626

5 389-398 General 1.1 $ 4,919,293 $ 183,312 s 17,304 $ 2,698

6 Total Direct Dep. Exp. $ 80,829,317 $ 3,012,021 $ 284,316 $ 44,323

7 301 -303
Systems Allocable Depreciation Expense

Intangible If tang. Plant $ $ $ $

8 389-398 General 1.1 $ 2,540,252 $ 94,660 s 8,935 $ 1 ,393

9
10
11

System Allocable Amortization
Miscellaneous Intangible
Structures-Leasehold Improvements

Total System Allocable Amortization

1.1
1.1

4,002,161
104,525

4,106,686

149,136
3,895

153,031

14,078
368

14,445

2,195
57

2,252

12 Total System Allow Dep. Exp. & Amortization 6,646,938 247,691 23,381 s,s45

13 Total Depreciation Expense 87,476,255 3,259,712 307,697 47,968

Amortization
Amortization-Gas Plant Acquisition
Regulatory Amortizations

1.1
1.1
1.1
7.0
1.1
1.1

(

126,930
52,996)

337,524

4,730 446
( 1.975) ( 186) (

12,577 1,187

70
29)

185

14
15

18
17

18

19

20 Total Depreciation & Amortization Expense $ 87,887,713 $ 3,275,045 $ 309,144 $ 48,194

800
803
805
810
813

3.0
3.0
a.o
3.0
3.0
3.0
3.0

$ $ $ $21

22
23

24
25
28

27

28

Operation and Maintenance Expense
Gas Supply Expense
Natural Gas Wellhead Purchases
Natural Gas Transmission Llne Purch
Purchased Gas Cost Adj.
Gas Used for Compressor Sta. Fuel-
Other Gas Supply Expense
Labor & LaborLoading
Materials & Expenses
Total Gas Supply Expense $

641 .618
59,983

701 ,601 $ $ $

97,914
9,159

107,133

f
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(3)

Allocation
Factor

No.
(G)

Total
Amount

(d>

Transportation Elialble Sewlce
Demand Customer Commodity

(1) (k) (|)

870
5.5
5.5

$ 8,990,906 $
1,458,368

190,607 $
30.917

79,387 $
12,877

15,784
2,560

871
3.0
3.0

258,538
113,250

39,478
17,293

874
4.4
4.4

6,159,141
5,540,228

271 ,365
244,096

7,469
6,719

0
0

875
2.2
2.2

1,859,618
697,287

123,728
46,394

157
59

0
0

878
6.0
6.0

6,919,581
1,213,237

105,934
18,574

879
6.0
G.0

8,087,437
1 ,490,584

123,813
22,820

880

881

5.5
5.5
5.5

57,780
40,045
19.869

495,503 $

11,488
7,962
3,950

98,515

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23 $

6,543,834 138,729
4,535,239 96,147
2,250,258 41,705

56,117,507 $ 1,189,688 $

885
G.6
6.6

$ 2,797,818 $
338,062

110,714 $
13,378

6,344 $
7e7

0
0

886
1.0
1.0

26,673
80,753

3,156
9,554

887
2.2
2.2

8,500,012
7,043,715

565,543
488,649

718
595

0
0

889
2.2
2.2

1,461 ,314
580,480

97,228
38,622

123
49

0
0

892
3.3
3.3

6,159,505
3,973,153

0
0

21 ,092
13,605

893
6.0
6.0

1,281,534
781,684

19,619
11,967

894
6.6
6.6

196,535 7,777
189.111 7,507

33,410,949 $ 1,322,127 $

446
430

75,756 s

0
0
0

24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

Description

(b)
Distribution Expenses
Operation Supervision & Eng.
Labor & Labor Loading
Materials & Expenses

Distribution Load Dispatching
Labor & Labor Loading
Materials & Expenses

Mains & Svcs. Expense
Labor & Labor Loading
Materials & Expenses

Meas. & Reg. Sta. Exp.-Gen.
Labor & Labor Loading
Materials & Expenses

Meter & House Reg. Exp.
Labor gt Labor Loading
Materials 8t Expenses

Customer Installation Exp.
Labor & Labor Loading
Materials & Expenses

Other Expenses
Labor & Labor Loading
Materials & Expenses

Rents
Total Distribution-Operations
Operation and Maintenance Expense
Distribution Expenses

Mai ft. Supervision & Eng.
Labor & Labor Loading
Materials & Expenses

Mai ft. of Structures & Imp.
Labor & Labor Loading
Materials & Expenses

Mains. of Mains
Labor & Labor Loading
Materials & Expenses

Mai ft. of Meas. & Reg. Sta-Gen
Labor & Labor Loading
Materials & Expenses

Mai ft. of Services
Labor & Labor Loading
Materials & Expenses

Mai ft of Meter & House Reg.
Labor & Labor Loading
Materials & Expenses

Mai ft of Other Equip.
Labor & Labor Loading
Materials & Expenses

Total Distribution-Maintenance $

46 Total Distribution O & M $ 89,528,455 s 2,511,815 $ 571,259 $ 98,515
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(2)

Description

(b)

Allocation
Factor
No.

(C)

Total
Amount

(d)

Transportation Eligible Sawice
Demand Customer Commodity

(i) (k) (l)

901
10.1
10.1

$ 4,093,979 $
275,497

$ 5,106 s
344

902
13.0
13.0

4,860,483
2,194,002

6,555
2,959

903
13.0
13.0 404,465 545

903

904
905

13.0
13.0
4.0

16,062,467
7,441 ,028
2,977,729

21,661
10,035

575

1o.1
10.1

1
2
3
4
5
S
7
8
g

10
11
12
13
14
15
16
17

Customer Accounts Expenses
Supervision
Labor & Labor Loading
Materials 8. Expenses

Meter Reading Exp.
Labor & Labor Loading
Materials & Expenses

Customer Records & Collections
Labor & Labor Loading
Materials & Expenses

Customer Records s. Collections - LCS
Labor & Labor Loading - LCS
Materials & Expenses - LCS

Uncollectible Accounts Exp.
Misc. Customer Accounts Exp.
Labor & Labor Loading
Materials & Expenses

Total Customer Accounts Expenses $

404,465
16,795

38,730,909 $ $

504
21

48,304 s

908
13.0
13.0

$ 514,896 $
564,797

$ 694 $
762

909
13.0
13.0 25,125 34

910
13.0
13.0

18
19
20
21
22
23
24
25
26
27

Customer Service & Info. Exp.
Customer Assistance Exp.
Labor 8= Labor Loading
Materials & Expenses

Info. & Instructional Exp.
Labor & Labor Loading
Materials & Expenses

Misc. C.S. & I. Expense
Labor a Labor Loading
Materials & Expenses

Total Customer Service & info. Exp. $

21,977
1,126,796 $ $

30
1,520 $

911
4.0
4.0

$ $ s $

912
4.0
4.0

913
4.0
4.0

28
29
30
31
32
ea
34
35
36
37

Sales Expense
Supewlsion
Labor & Labor Loading
Materials & Expenses

Demonstrating & Selling Exp.
Labor & Labor Loading
Materials & Expenses

Advertising Expense
Labor & Labor Loading
Materials & Expenses

Total Sales Expense $ $ $ $

CB
39

Total O & M Expense
Allocation Percentage

$
Total O&M

130,087,761 $ 2,511,815 $
100.00% 1.93%

621,082 $
0.48%

205,648
0.16%

1 ,099,562 271 ,882 90,024
0

40
41
42

Other Operating Deductions
Administrative & General Expense
Interest on Customer Deposits
Taxes Other Than Income

Total O&M
8.0
1 .1

56,946,694
1,915,314

33,124,880 1,2m,364 116,515 18,164

43 s 222,074,648 $ 4,845,741 $ 1,009,461 $ 313,836

44
45
46
47

Total Allocated Operating Deducztions
Tax Adjustments
interest Expense
State South Georgia
Investment Tax Credit
Federal South Georgia

1.1
1.1
1.1
1.1

(

48,035,008
29,686

528,360)
290,114

(

1,789,975
1,106

19,58Q)
10,811

(

188,962
104

1 ,85B)
1 ,020

(

26,340
16

290)
159
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line

No.

Account

No.

(a)

Description

(b)

Allocation

Favor
No.

(c)

Total

Amount

(d)

Transportation Eliolble Service

Demand Customer Commodity

(j) (k) (l)

$ 1,267,124,121
34,448,206
10,379,937)
12,389,898
3,671 ,971

(

$47,218,073 $ 4,457,092 $
1,283,677 121,171

( 200,422) 49,557)
461,697 43,581
136,832 12,916

( (

694,839
18,890
16,409)
6,794

2,014

1
2
3
4
5

6
7
8
g

10

Summary of Allocated Cost of Service

Rate Base
Direct Net Plant
Systems Allocable NetPlant
Cash Working Capital
Materials & Supplies
Prepayments
Gas Plant Acquisition Adjustment

Customer Deposits
Customer Advances

DeferredTaxes
Deferred Gain HdqtrsBldg

1.1
1.1
1.1
1.1

8.0
8.0
1.1
1.0

( 31 ,921 ,898)
( 37,910,017)

( 142,632,297) (5,315,045) ( 501,707) ( 78,214)

11 Total Rate Base $ 1,094,790,047 $43,584,811 $ 4,083,496 $ 627,914

Direct
Net Op, Marg.

Direct
9
4

Net Op, Marg.
Net Op. Marg.

4
4

Net Op- Marg.

$
$
s
$
$
$
$
$

$

$

TotalO&M
(
(
(

205,648)
90,024)
48,194)

12
13
14
15
16

17
18
19
20

21
22
23

24
25
26
27

Net Operating Margin
Special Contract & Optional Margin
Late Charges
Service Establishment Charges
Reconnect/ Reread Charges
Other Revenue - Labor
Other Revenue - PaM & Material

Other Revenue - Field Collection Fee
Other Revenue - Returned Item Fee
Other Revenue - Rental Income

TotalRevenue
o & M
A &G

Depreciation Expense
Interest on Customer Deposits
Taxes other than Income

8.0
1.1

381,188,845 $18,488,799 $ 1,599,840 $
5,784,028 $ 280,543 $ 24,275 $
2,430,203 $ 17,057 $ 1,476
8,267,657 - 2,654

569,215 - 110
1,313 $ 64 $ e  $
2,621 $ 127 $ 11 $

304,887 . 59

173,412 . 33
512,498 $ 24,858 s 2,151 $

399,234,678 18,811,447 1,630,615
< 130,087,761) (2,s11,815) ( 621,082)
( 56,946,694) (1,099,562) ( 271,882)
( 87,887,713) (3,275,045) ( 309,144)
( 1,915,314) . - -
( 33,124,880) (1,234,364> ( 116,516) ( 18,164)

28
29

30

State Income Tax
Taxable Income before Interest Exp.

Interest Expense
State Taxable Income

1.1
$

(
$

89,272,317 $10,690,661 $
48,035,008) (1.789,975) (
41,237,309 $ 8,900,686 $

311,990 $(
168.962) (
143,028 $(

362,030)
26,340)

388,371 )

31
32
33

State Income Tax
South Georgia
State Income Tax

1.1

2,873,416

29,686
2,903,102

620,200
1,106

621,306

9,966
104

10,071

(

(

27,062)
16

27,045)

34
35
36

Federal Income Tax
Taxable Income before Interest Exp.
Interest Expense
Federal Taxable Income

1.1 (

89,272,317
48,035,008)
41,237,309

10,690,661
<1 ,789,975)
8,900,686

(

311,990
168,962)
143,028

(
(
(

3G2,030)
26,340)

388,371 )

1.1
1.1

$

(

13,427,363 $ 2,898,170 $
52a,36<>) ( 19,689) (

290,114 10,811
13,189,117 $ 2,889,292 $

46,571 $(
1,858) (

1,020
45,733 $(

126.458)
290)
159

126,589)

37

38
39
40
41
42

43

44

FederalIncome Tax
I T C
South Georgla

Total Federal Income Tax
Regulatory Amortization
Net Income

Rate of Return on Rate Base

Rate of Returnby Class Total

$
1.1

$ 73,180,099 $ 7,180,063 $

.... 6.68% 16.47%

256,186 $(

6.27%

'14_97%

208.396)

(33.19%)

0
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account

No.

(a)

Description

(b)

Allocation
Factor

No.
(¢)

Total
Amount

(d)

Air-Conditioninq Gas Service
Demand Customer Commodity

(d) (e) (f)

1 301-303
DirectDepreciation Expense
Intangible Intang.PIant $ s $ $

2 325.5-336 Production Plant P rod.P lan! $ $ $ $

3 366.1-371 Transmission Trans. Plant $ ml s $ an $

4 374.1-387 Distribution Dist.PIar\t $ 75,910,024 $ 10,158 $ 1,766 $ 468

5 389-398 General 1.1 $ 4,919,293 $ ass  $ 114 $ 30

6 Total Direct Dep. Exp. $ 80,829,317 $ 10,817 $ 1,880 $ 498

7 301-303
Systems Allocable Depreciation Expense

Intangible If tang. Plant $ - $ $ $

8 389.398 General 1.1 $ 2,540,252 $ 340 $ 59 $ 16

9
10
11

System Allocable Amortization
Miscellaneous Intangible
Structures-Leasehold Improvements
Total SystemAllocable Amortization

1.1
1.1

4,002,161
104.525

4,108,686

536
14

550

93
2

95

25
1

25

12 Total System Alloc Dap. Exp. & Amortization 6,846,938 889 155 41

13 Total Depreciation Expense 87,478,255 11,706 2,035 539

Amortization
Amortization-Gas PlantAoquisltlon
Regulatory Amortizations

1.1

1.1

1.1
7_0
1.1

1.1

(

126,930
52,996) (

337,524

17

7) (
45

3
1)
8

(

1

0)
2

14

15
16

17

18
19

20 Total Depreciation & Amortizatlon Expense $ 87,887,713 $ 11,781 s 2,045 $ 541

800
803
805
810
813

3.0
3.0
3.0
3.0
3.0
3.0
3.0

$ $ $ $21
22
23
24
25
26
27
28

Operation and Maintenance Expense
Gas SupplyExpense
Natural Gas Wellhead Purchases
Natural Gas Transmission LinePurch
Purchased Gas Cost Adj.
Gas Used for Compressor Sta. Fuel-
OtherGas Supply Expense
Labor & LaborLoading
Materials & Expenses
Total Gas Supply Expense $

641,618
59,983

701,601 $ $ $

1,101
10a

1,204
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.
<a)

Allocation
Factor

No.

(6)

Total
Amount

(d)

Air-Conditionlnq Gas Service
Demand Customer Commodity

(d) (e) (f)

870
5.5
5.5

$ 8,990,906 s
1,458,368

e84 s
111

286 $
46

177
29

871
3.0
3.0

258,538
113,250

444
194

874
4.4
4.4

6,159,141
5,540,228

975
877

121
109

0
0

875
2.2
2.2

1 ,859,S18
697,287

444
167

22
8

0
0

878
6.0
6.0

6,919,581
1,213,237

300
53

879
6.0
6.0

8,087,437
1 ,490,584

351
65

880

881

5.5
5.5
5.5

498
345
171

4,272 $

208
144
72

1,784 $

129
89
44

1,107

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23 $

6,543,834
4,535,239
2,250,258

55,117,507 $

885
8.6
6.6

$ 2,797,818 $
338,062

3 9 8  s
48

e l  $
7

0
0

886
1.0
1.0

26,673
80,753

11
34

887
2.2
2.2

8,500,012
7,043,715

2,031
1,683

103
85

0
0

889
2.2
2.2

1 ,451 ,314
580,480

349
139

18
7

0
0

892
3.3
3.3

6,159,505
3,973,153

0
0

212
137

893
6.0
6.0

1,281 ,534
781,684

56
34

894
6.6
6.6

196,535
189,711

33,410,949 $

28
27

4,748 $

4
4

727 $

0
0
0

24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

Description
(b)

Distribution Expenses
Operation Supervision & Eng.
Labor & Labor Loading
Materials & Expenses

Distribution Load Dispatching
Labor & Labor Loading
Materials & Expenses

Mains & Svcs. Expense
Labor & Labor Loading
Materials & Expenses

Meas. a Reg. Sta. Exp.-Gen.
Labor & Labor Loading
Materials a. Expenses

Meter & House Reg. Exp.
Labor & Labor Loading
Materials & Expenses

Customer Installation Exp,
Labor & Labor Loading
Materials & Expenses

Other Expenses
Labor & Labor Loading
Materials & Expenses

Rents
Total Distribution-Operations
Operation and Maintenance Expense
Distribution Expenses

Mai ft. Supervision & Eng.
Labor a Labor Loading
Materials & Expenses

Mai ft. of Structures gt Imp.
Labor & Labor Loading
Materials 8= Expenses

Mai ft. of Mains
Labor & Labor Loading
Materials & Expenses

Mai ft. of Meas. & Reg. Sta-Gen
Labor & Labor Loading
Materials s. Expenses

Mai ft. of Services
Labor 8t Labor Loading
Materials gt Expenses

Mai ft of Meter & House Reg.
Labor & Labor Loading
Materials & Expenses

Mai ft of Other Equip.
Labor & Labor Loading
Materials & Expenses

Total Distribution-Maintenance $

46 Total Distribution O & M $ 89,528,455 $ 9,020 $ 2,511 $ 1,107

in

Q
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(8)

Description

(b)

Allocation
Factor

No.

(C)

Total
Amount

(d)

Air-Conditionina Gas Service
Demand Customer Commodity

(d) (e) (f)

901
10.1
10.1

s 4,093,979 $
275,497

$ 100  $
7

902
13.0
13.0

4,860,483
2,194,002

118
53

903
13.0
13.0 404,465 10

903

904
905

13.0
13.0
4.0

16,062,467
7,441 ,028
2,977,729

389
180
82

10.1
10.1

10
0

950  $

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17

Customer Accounts Expenses
Supewlslon
Labor & Labor Loading
Materials & Expenses

Meter Reading Exp.
Labor & Labor Loading
Materials & Expenses

Customer Records & Collections
Labor & Labor Loading
Materials & Expenses

Customer Records & Collections - LCS
Labor & Labor Loading - LCS
Materials & Expenses - LCS

Unoollectlble Accounts Exp.
Mlsc. Customer Accounts Exp.
Labor & Labor Loading
Materials & Expenses

Total Customer Accounts Expenses $

404,465
16,795

38,730,909 $ $

908
13.0
13.0

$ 514,896 s
564,797

$ 1 2  $
14

909
13.0
13.0 25,125 1

910
13.0
13.0 1

2 7  $

18
19
20
21
22
23
24
25
26
27

Customer Service & Info. Exp.
Customer Assistance Exp.
Labor & Labor Loading
Materials & Expenses

Info. & Instructional Exp.
Labor & Labor Loading
Materials & Expenses

Misc. C.S. & I. Expense
Labor & Labor Loading
Materials 8. Expenses

Total Customer Service & Info. Exp. $

21,977
1,126,796 $ $

911
$ $ $ $

912
4.0
4.0

913

28
29
30
31
32
33
34
35
36
37

Sales Expense
Supervision
Labor & Labor Loading
Materials & Expenses

Demonstrating & Selling Exp.
Labor & Labor Loading
Materials & Expenses

Advertising Expense
Labor & Labor Loadlng
Materials & Expenses

Total Sales Expense s s $ $

38
39

Total o & M Expense
Allocation Percentage

$
Total O&M

130,087,761 $
100.00%

9,020 $
0.01%

3,489 s
0.00%

2,311
0.00%

3,949 1 ,527 1,01140
41
42

Other Operating Deductions
Administrative & General Expense
Interest on Customer Deposits
Taxes Other Than Income

Total O&M
8.0
1.1

56,946,694
1,915,314

33,124,880 4,433 771 204

43 s 222,074,648 s 17,402 $ 5,187 $ 3,526

44
45
46
47

Total Allocated Operating Deductions
Tax Adjustments

Interest Expense
State South Georgia
Investment Tax Credit
Federal South Georgia

1.1
1.1
1.1
1.1

(

4a,035,008
29,686

528.360)
290.114

(

6,428
4

71)
39

(

1,118
1

12)
7

(

296
0

3)
2



Line
No.

12
13
14
15
16
17
18

19
20
21
22
23

24
25

26
27

1

2
3
4

5
6
7
8
9

10

28

29
30

11

37
38
39
40
41
42

43

44

34
35
36

31
32
33

Account
No.

to)

Total Rate Base

Summary of Allocated Cost of Service

Rate Base
Direct Net Plant
Systems Allocable Net Plant
Cash Working Capital
Materials & Supplies
Prepayments
Gas Plant Acquisition Adjustment
Customer Deposits
Customer Advances
Defened Taxes
Deferred Gain Hdqtrs Bldg

Net Operating Margin
Special Contract & Optional Margin
Late Charges
Service Establishment Charges

Reconnectly Reread Charges
Other Revenue - Labor

Other Revenue - parts & Material
Other Revenue - Field Collection Fee
Other Revenue Returned Item Fee

Other Revenue - Rental Income
Total Revenue
o & M

A a G
Depreciation Expense
Interest on Customer Deposits
Taxes other than Income

State Income Tax
Taxable Income before Interest Exp.
Interest Expense
State Taxable Income

State Income Tax
South Georgia

State Income Tax

Federal Income Tax
Taxable Income before Interest EXP-
Interest Expense
Federal Taxable Income

Federal Income Tax
I T C
South Georgia
Total Federal Income Tax
Regulatory Amortization
Net Income

Rate of Return on Rate Base

Rate of Return by Class Total

Description

(b)

SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Direct
Net Op. Mark.

Direct

g
4

Net Op, Marg.

Net op- Marg.
4
4

Net OP- Marg.

Allocation
Factor

No.

(c)

Tota! O&M

1.1
1.1
1.1

1.1
8.0
8.0
1.1
1.0

8.0
1.1

$
1.1 (

$

1.1

1,1

$ 1,094,790,047 $ 156,519 s

$
$
$
$
$
$
$

$
$
$

$ 1,267,124,121 $
34,448,206
10,379,937)
12,389,898

3,671 .971

( 31,921,898)
( 37,910,017)
( 142,632,297)

(

381,188,845 $
5,784,028 $
2,430,203
8,267,657

569,215
1,313 $
2,621 $

304,B87
173,412
512,498 $

399,234,678
( 130,087,761)
( 55,946,594)
( 87,887,713)
( 1,915,314)
( 33,124,880)

(

Total
Amount

a n

89,272,317 $
4B,035,008) (
41,237,309 $

89,272,317
4B,035,008)
41 ,237,309

2,873,416

29,686
2,903,102

(

(

(
(

(

(

83,374
( e,428) (

76,946

Air-Condltioninq Gas Service
Demand Customer Commodity

(d) (e) (f)

169,567 $
4,610

720)

1,658
491

110,707 $
1,680 $

1 4 9  s

112,537
9,020)
s,949)

11,761)

83,374 $
6,42B) (

76,946 $

19.087) (

4,433) (

5,362
4

5,366

SCHEDULE G-4
SHEET 32 OF 60

0$
1$

(

(
(

(

27,058 $

29,479 $

801
278)

288
85

12,990 $
1 9 7  s

380
16
0  $
0  $

8
5

17 S

13,613
3,489)
1,527)
2,045)

3,943 $(

14.57%.

28.63%

3,318) (

5,782 $(

1,118) (
4,664 $(

5,782
1 ,118)
4,664

1,519 $(

12) (
7

1,513 $(

771) (

325
1

326

Q

(
(
<

(

(
(
(

(

(

2,341 )

(33.19%)

7,801
212
184)

76
23

7,055

2,311)
1,011)

541)

4,068)

295)
4,3G4)

4,068)
296)

4,364)

1 ,421 )

3)
2

1,422)

879)

204)

a04)
0

304)



SCHEDULE G-4
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.
(a)

Description
(b)

Allocation
Factor

No.

(G)

Total
Amount

(d)

Demand

(9)

CNG - Small
Customer

(h)

Commodity

(i)

1 301 -303
Direct Depreciation Expense
Intangible lntang. Plant $ $ $ $

2 325.5-336 Production Plant Prod.Plant $ Q $ $ $

3 366.1-371 Transmission Trans.PIant $ $ $ $

4 374.1 -387 Distribution Dlst.PIant $ 75,910,024 $ 2,602 $ 1,359 $ 74

5 389-398 General 1.1 $ 4,919,293 $ 169 $ 88 $ 5

e Total Direct Dep. EXP- $ 80,829,317 $ 2,770 $ 1,447 s 79

7
Systems Allocable Depreciation Expense

301-303 Intangible If tang. Plant $ $ $ ll $

8 389-398 General 1.1 $ 2,540,252 $ 87 $ 45 s 2

9
10
11

System Allocable Amortization
Miscellaneous Intangible
Structures-Leasehold Improvements
Total System Allocable Amortization

4,002,161
104,525

4.106.686

137
4

141

72
2

74

4
0
4

12 Total System Alloc Dep. Exp. & Amortlzation 6,646,938 228 119 7

13 Total Depreciation Expense 87,476,255 2,998 1,see 86

Amortization
Amortization-Gas Plant Aoquisition
Regulatory Amortizations

(
126.930
52,996) (

337,524

4
2) (

12

2
1) (
6

0
0)
0

1.1
1.1
1.1
7.0
1.1
1.1

14
15
16
17
18
19
20 Total Depreciation & Amortization Expense $ 87,887,713 $ 3.012 $ 1,574 s GB

800
803
805
810
813

3.0
3.0
3.0
3.0
3.0
3.0
3.0

$ $ $ s21
22
23
24
25
be
27
28

Operation and Maintenance Expense
Gas Supply Expense
Natural Gas Wellhead Purchases
Natural Gas Transmission Line Purch
Purchased Gas Cost Adj.
Gas Used for Compressor Sta.Fuel--
Other Gas Supply Expense
Labor & Labor Loading
Materials& Expenses
TotalGas Supply Expense $

641,618
59,983

701,601 $ s s

175
16

191



SCHEDULE G-4
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.
(a)

Allocation
Factor

No.

(<=)

Total
Amount

(d)

Demand
(Q)

CNG - Small
Customer

(h)

Commodity

(i)

870
5.5
5.5

$ 8,990,906 $
1,458,368

175 s
28

165 $
27

28
5

871
3.0
3.0

258,538
113,250

70
31

874
4.4
4.4

8,159,141
5,540,228

250
224

109
98

0
0

875
2.2
2.2

1 ,859,61 e
597,287

114
43

18
7

0
0

878
8.0
6.0

6,919,581
1,213,237

141
25

879
6.0
6.0

8,087,437
1,490,584

185
30

880

881

5.5
5_5
5.5

128
88
44

1,094 $

120
83
41

1,031 $

20
14
7

176

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23 $

6,543,834
4,535,239
2,250,258

56,117,507 $

885
6.6
6.6

$ 2,797,818 $
338,062

102 $
12

52 $
6

0
0

886
1.0
1.0

28,673
80,753

3
9

887
2.2
2.2

8,500,012
7,043,715

520
431

81
67

0
0

889
2.2
2.2

1,461 ,314
580,480

89
38

14
6

0
0

892
3.3
3.3

6,159,505
3,973,153

0
0

208
134

893
6.0
8.0

1,281,534
781,684

26
16

894
6.5
6.6

7
7

1,216 $

4
4

618 s

0
0
0

24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

Description

(b)
Distribution Expenses
Operation Supervision & Eng.
Labor & Labor Loading
Materials & Expenses

Distribution Load Dispatching
Labor & Labor Loading
Materials a Expenses

Mains & Svgs. Expense
Labor & Labor Loading
Materials & Expenses

Meas. & Reg. Sta. Exp.-Gen.
Labor & Labor Loading
Materials & Expenses

Meter & House Reg. Exp.
Labor & Labor Loading
Materials & Expenses

Customer Installation Exp.
Labor & Labor Loading
Materials & Expenses

Other Expenses
Labor & Labor Loading
Materials & Expenses

Rents
Total Distribution-Operations
Operation and Maintenance Expense
Distribution Expenses
Mai ft. Supervision & Eng.
Labor & Labor Loading
Materials & Expenses

Mai ft. of Structures & Imp.
Labor & Labor Loading
Materials & Expenses

Mai ft. of Malns
Labor 8t Labor Loading
Materials & Expenses

Mai ft. of Meas. & Reg. Sta-Gen
Labor & Labor Loading
Materials & Expenses

Mai ft. of Services
Labor & Labor Loading
Materials & Expenses

Mai ft of Meter & House Reg.
Labor & Labor Loading
Materials & Expenses

Mai ft of Other Equip.
Labor 8< Labor Loading
Materials & Expenses

Total Distribution-Maintenance s

196,535
189,711

33,410,949 $

46 Total Distribution O & M $ 89,528,455 $ 2,310 $ 1,649 $ 176

ul

n
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASSCOST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(a)

Des cription

(b )

Allocation
Factor
No.

(c)

Total
Amount

(d)

Demand

(Q)

CNG . Small
Customer

(h)

Commodity

(i)

901
10.1
10.1

$ 4,093,979 $
275,497

s 270 $
18

902
13.0
13.0

4,B60,483
2,194,002

341
154

903
in13.0

13.0 404,455 28

903

904
905

13.0
13.0
4.0

16,052,467
1,441 ,028
2,977,729

1,128
523
65

10.1
10.1

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17

Customer Accounts Expenses
Supewislon
Labor & Labor Loading
Materials & Expenses

Meter Reading Exp.
Labor & Labor Loading
Materials & Expenses

Customer Records & Collections
Labor & Labor Loading
Materials & Expenses

Customer Records & Collections - LCS
Labor 8» Labor Loading LCS
Materials 8t Expenses - LCS

Uncollectible Accounts Exp.
Misc. Customer Accounts Exp.
Labor & Labor Loadlng
Materials 8- Expenses

Total Customer Accounts Expenses $

404,465
16,795

38,730,909 $ $

27
1

2,556 s

908
13.0
13.0

$ 514,896 s
564,797

s 36$
40

909
13.0
13.0 25,125 2

910
13.0
13.0 2

79 s

18
19
20
21
22
23
24
25
26
27

Customer Service& Info. Exp.
Customer Assistance Exp.
Labor & Labor Loading
Materials & Expenses

Info. & Instructional Exp.
Labor & Labor Loading
Materials & Expenses

Misc.C.S. & I. Expense
Labor & Labor Loading
Materials & Expenses

Total Customer Servloe & Info. Exp. $

21,977
1,126,796 s $

911
$4.0

4.0
s $ s

912
4.0
4.0

913
4.0
4.0

as

0

an

28
29
30
31
32
33
34
35
se
37

Sales Expense
Supervision
Labor & Labor Loading
Materials & Expenses

Demonstrating 8l Selling Exp.
Labor & Labor Loadlng
Materials a Expenses

Advertising Expense
Labor & Labor Loading
Materials & Expenses

Total Sales Expense s s $ $

38
39

Total O & M Expense
Allocation Peroentage

$ 130,087,761 $
TotalO&M 100.00%

2,310 s
0.00%

4,284 $
0.00%

367
0.00%

1,011 1 ,815 181
40
41
42

Other Operating Deductions
Administrative & General Expense
Interest on Customer Deposits
Taxes Other Than lnoome

Total O&M
8.0
1 . 1

56,946,694
1,915,314

33,124,880 1.135 593 32

43 $ 222,074,648 s 4,457 $ 6,753 s 560

44
45
46
47

Total Allocated Operating Deductions
Tax Adjustments
Interest Expense
State South Georgia
Investment Tax Credit
Federal South Georgia

1.1
1.1
1.1
1.1

(

48,035,008
29,686

528,360)
290,114

(

1,648
1

18)
10

(

860
1

9) (
5

47
0

1)
0
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line

No.

Account
No.

(a)

Description

(b)

Allocation
Factor
No.

(c)

Total

Amount

(d)

Demand

(Q)

QNG - Small

Customer

(h)

Commodity

(i)

s 1,267,124,121 $

34,448,206
10,379,937)
12,389,898
3,671 ,971

( (

43,426 s

1,181
184)
425
126

(

22,690 s

617
342)
222

66

(

1,239
M
29)
12
4

1
2
3
4
5

6
7

8
9

10

Summary of Allocated Cost of Service
Rate Base

Direct Net Plant
Systems Allocable Net Plant
Cash Working Capital
Materials & Supplies
Prepayments
Gas Plant Acquisition Adjustment
Customer Deposits
Customer Advances
Deferred Taxes

Deferred Gain Hdqtrs Bldg

1.1
1.1
1.1
1.1
8.0
8.0
1.1
1.0

( 31 ,921 ,898)
( 37,910,017)
( 142,632,297) ( 4,888) ( 2,554) ( 139)

11 Total Rate Base $ 1,094,790,047 $ 40,085 $ 20,699 $ 1,120

30,174 $

458 $

6,300 $
96 s

Dlrect
Net Op. Marg.

Direct
9
4

Net op. Marg.
Net OP- Marg.

4
4

Net Op. Mark.

$
$
$
$
s
$
$
$
$
$

0$
0$

Total O&M
(
(
(

41 $

30,673
2,310)
1,011 )
3,012)

(
(
(

301
12
0  $
0  s
7
4
8  $

6,728
4,284)
1,875)
1_574)

(
(
(

367)
161)

ea)

12
13
14
15
16
17
18
19
20
21
22

23
24
25

26
27

Net Operating Margln
Special Contract & Optional Margin

Late Charges
Service Establishment Charges
Reconnect/ Reread Charges
Other Revenue - Labor
Other Revenue - Parts & Materlal
Other Revenue - Field Collection Fee
Other Revenue - Returned Item Fee
Other Revenue - Rental lnoome
Total Revenue

o at M
A a. G

Depreciation Expense
Interest on Customer Deposits
Taxes other than Income

8.0
1.1

381,188,845 $
5,784,028 $
2,430,203

8,267,657
589,215

1,313 $
2,621 $

304,887
173,412
512,498 $

399,234,678
( 130,087,761)
( 56,946,694)
( B7,887,713)
( 1,915,314)

( 33,124,B80) ( 1,135) ( 593) ( 32)

28
29
30

State Income Tax
Taxable Income before Interest Exp.

Interest Expense
State Taxable Income

$
1.1 (

$

89,272,317 $
48,035,008) (
41,237,309 $

23,204 $(
1,646) (

21,558 $(

1,598) $(

860) (
2,459) $(

646)
47)

seal

31

32
33

State Income Tax

South Georgla
State Income Tax

1.1

2,873,416
29,686

2,903,102

1,502
1

1,503

(

(

171)
1

111)

(

(

48)

0
48)

34
35
36

Federal Income Tax

Taxable Income before Interest Exp.
Interest Expense
Federal Taxable Income

1.1 (

89,272,317
4B,035,008)
41 _237_309

23,204
( 1,646)

21,558

(
(
(

1 ,598)

860)
2,459)

(
(
(

646)
47)

693)

$
1.1
1.1

(

801)$(

9) (
5

805) $(

226)

1 )
0

226)$

13,427,363 $
52B,360) (
290,114

13,189,117 $

7,020 $(
18) (

10
7,011 $(

1.1

$ 73,180,099 $

.6.68%

14,690 $(

36.65%

623) $( 372)

(33.19%)

37

38
39
40
41
42

43

44

Federal Income Tax
I T C
South Georgia
Total Federal Income Tax
Regulatory Amortization
Net Income

Rate of Return on Rate Base

Rate of Return by Class Total

(3.01%)

22.12%
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASSCOST OF SERVICE STUDY
TEST YEAR ENDING

APRlL so, 2007

Line
No.

Account

No.

(a)

Description
(b)

Allocation
Factor

No.
(G)

Total
Amount

(d)

Demand
(j)

CNG - Large
Cus tomer

(k)

Commodity

(|)

1 301-303
Direct Depreciation Expense

Intangible lntang. Plant S $ $ $

2 325.5-336 Production Plant Prod. Plant $ $ $ $

3 366.1-371 Transmission Trans.PIant $ $ $ $

4 374. 1 -387 Distribution Dist.PIant $ 75,910,024 $ 30,491 $ 14,009 $ B62

5 389-398 General 1.1 $ 4,919,293 $ 1,976 $ 908 $ 56

6 Total Direct Dep. Exp. $ 80,829,317 $ 32.467 $ 14,917 $ 917

7
Systems Allocabie Depreciation Expense

301 -303 Intangible If tang. Plant $ $ $ $

8 389-398 General 1.1 $ 2,540,252 $ 1,020 $ 469 $ 29

g
10
11

System Allocable Amortization
Miscellaneous Intangible
Structures-Leasehold Improvements
Total System Allocable Amortization

1.1

1.1

4,002,161
104,525

4,106,688

1,608
42

1,650

739
19

758

45
1

47

12 Total System Alloc Dep. Exp. & Amortization 6,646,938 2,670 1 ,227 75

13 Total Depreciation Expense 87,476,255 35,137 16,144 993

Amortization
Amortization-Gas Plant Acquisition
Regulatory Amortizations

1.1
1.1

1.1

7.0
1.1

1.1

(

126,930
52,996) (

337,524

51
21) (

136

23
10)
62

(

1

1)
4

14

15
16

17

18
19

20 Total Depreciation & Amortization Expense $ 87,887,713 $ 35,302 $ 16,219 $ 998

800
803
805
810
813

3.0
3.0
3.0
3.0
3.0
3.0
3.0

$ $ $ $21
22
23
24
25
26
27
28

Operation and Maintenance Expense
Gas Supply Expense
Natural Gas Wellhead Purchases
Natural! Gas Transmission Line Purch
Purchased Gas Cost Adj.
Gas Used for Compressor Sta. Fuel--
Other Gas Supply Expense
Labor & Labor Loading
Materials 8. Expenses
Total Gas Supply Expense $

641,618
59,983

701,601 $

ml

$ $

2,028
190

2,218
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Llne
No.

Account
No.
(a)

Allocation
Factor

No.

(c)

Total
Amount

(d)

Demand

G)

CNG - Large
Customer

(k)

Commodity
(|)

870
5.5
5.5

$ 8,990,906 $
1,458,368

2,055 $
333

3,412 $
553

327
53

871
3.0
3.0

258,538
113,250

817
358

874
4.4
4.4

6,159,141
5,540,228

2,925
2,631

617
555

0
0

875
2.2
2.2

1 ,859,618
697,287

1 ,334
500

20
8

0
0

878
6.0
6.0

6,919,581
1,213,237

4,326
759

879
6.0
6.0

8,087,437
1 ,490,584

5,057
932

880

881

5.5
5.5
5.5

6,543,834
4,535,239
2,250,258

56,117,s07 $

1,495
1,036

514
12,824 $

2,484
1,121

854
21 ,298 s

238
165

82
2,039

1
2
3
4
5
e
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23 $

885
6.6
6.6

$ 2,797,818 $
338,062

1,193 $
144

400 s
48

0
0

886
1.0
1.0

26,673
80,753

34
103

887
2.2
2.2

8,500,012
7,043,715

6,096
5,052

93
77

0
0

889
0
0

2.2
2.2

1,461,314
580,480

1,048
416

16
6

892
3.3
3.3

6,159,505
3,973,153

0
0

1,694
1,093

898
6.0
6.0

1,281,534
781,684

801
489

894
6.6
6.6

196,535
189,711

33,410,949 $

84
B1

14,251 $

28
27

4,773 $

0
0
0

24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

Description

(b)
Distribution Expenses

Operation Supervision a Eng.
Labor & Labor Loading
Materials & Expenses

Distribution Load Dlspatching
Labor & Labor Loading
Materials & Expenses

Mains & Svcs. Expense
Labor & Labor Loading
Materials & Expenses

Meas. & Reg. Sta. Exp.-Gen.
Labor & Labor Loading
Materials & Expenses

Meter & House Reg. Exp.
Labor & Labor Loading
Materials & Expenses

Customer Installation Exp,
Labor & Labor Loading
Materials & Expenses

Other Expenses
Labor & Labor Loading
Materials & Expenses

Rents
Total Distribution-Operations
Operation and Maintenance Expense
Distribution Expenses

Mains. Supervision & Eng.
Labor & Labor Loading
Materials s. Expenses

Mai ft. of Structures & Imp.
Labor & Labor Loading
Materials & Expenses

Mal ft. of Mains
Labor & Labor Loading
Materials & Expenses

Mai ft. of Meas. & Reg. Sta-Gen
Labor & Labor Loading
Materials & Expenses

Mains. of Services
Labor 8 Labor Loading
Materials & Expenses

Mai ft of Meter & House Reg.
Labor & Labor Loading
Materials & Expenses

Mai ft of Other Equip.
Labor & Labor Loading
Materlals s. Expenses

Total Distrlbution-Maintenance $

46 Total Distribution O & M $ 89,528,455 $ 27,075 $ 26,070 $ 2.039
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Llne
No.

Account
No.

(a)

Description

(b)

Allocation
Fader

No.

(c)

Total
Amount

(d>

Demand

(j)

CNG - Large
Customer

(k)

Commodity

(I)

901
10.1
10.1

s 4,093,979 $
275,497

$ 609  $
41

Q02
13.0
13.0

4,860,483
2,194,002

780
352

903
13.0
13.0 404,455 65

903

904
905

13.0
13.0
4.0

16,062,467
7,441 ,028
2,977,729

2,578
1,194

75

10.1
10.1

60
2

5,751 $

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17

Customer Accounts Expenses
Supervision
Labor & Labor Loading
Materials & Expenses

Meter Reading EXP-
Labor & Labor Loading
Materials & Expenses

Customer Records & Collections
Labor & Labor Loading
Materials & Expenses

Customer Records & Collections - LCS
Labor & Labor Loading - LCS
Materials & Expenses - LCS

Unooflectible Accounts Exp.
Misc. Customer Aooounts Exp.
Labor & Labor Loading
Materials & Expenses

Total Customer Accounts Expenses $

404,465
16,795

38,730,909 $ $

908
13.0
13.0

$ 514,896 $
564,797

$ 8 3  $
91

909
13.0
13.0 25,125 4

910
13.0
13.0

18
19
20
21
22
23
24
25
26
27

Customer Service & Info. Exp.
Customer Assistance Exp.

Labor & Labor Loading
Materials & Expenses

Info. & Instructional Exp.
Labor 8\ Labor Loading
Materials & Expenses

Misc. C.S, 8; I. Expense
Labor 8t Labor Loading
Materials & Expenses

Total Customer Service & Info. Exp. $

21,977
1,126,796 $ $

4
181 $

911
$ $ $ s

912
4.0
4.0

913
4.0
4.0

28
29
30
31
32
33
34
35
36
37

Sales Expense
Supervision
Labor & Labor Loading
Materials & Expenses

Demonstrating & Selling Exp.
Labor & Labor Loading
Materials & Expenses

Advertising Expense
Labor & Labor Loading
Materials & Expenses

Total Sales Expense $ $ $ $

38
39

Total O & M Expense
Allocation Percentage

$
Total O&M

130,087,761 $
100.00%

27,075 $
0.02%

32,008 $
0.02%

4.257
0.00%

11,852 14,012 1 .sea40
41
42

Other Operating Deductions
Administrative & General Expense
Interest on Customer Deposits
Taxes Other Than Income

Total O&M
8.0
1 .1

56,946,694
1,915,314

33,124,880 13,305 6,113 376

43 $ 222,074,648 s 52,233 $ 52,133 $ 6.496

44
45
46
47

Total Allocated Operating Deductlons
Tax Adjustments

Interest Expense
State South Georgia
Investment Tax Credit
Federal South Georgia

1.1
1.1
1.1
1.1

(

48,035,008
29,686

528,360)
290,114

(

19,294
12

212)
117

(

8.865
5

98)
54

(

545
0

6)
3
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line

No.

Account
No.

(H)

Description

(b)

Allocation
Factor
No.

(c)

Total
Amount

(d)

Demand

(i)

CNG - Larqe
Customer

(k)

Commodity

(|)

$ 1,267,124,121 $

34,448,206
10,379,937)
12,389,898

3,671 ,971

( (

508,969 $
13,837
2,160)

4,977
1,475

(

233,845 $
6,357
2,554)
2,287

878

(

14,383
391
340)

141
42

1
2
3
4

5
6
7

8
g

10

Summary of Allocated Cost of Service
Rate Base

Direct Net Plant
Systems Allocable Net Plant
Cash Working Capital
Materials 8; Supplies

Prepayments
Gas Plant Acquisition Adjustment

Customer Deposits
Customer Advances
Deferred Taxes
Deferred Gain Hdqtrs Bldg

1.1
1.1

1.1
1.1

8.0
8.0
1.1
7.0

( 31,921,898)
( 37,910,017)
( 142,632,297) ( 57,2921 ( 26,s22) ( 1,619)

11 Total Rate Base $ 1,094,790,047 $ 469,806 $ 214,290 $ 12,998

350,226 s
5,314 $

54,720 $
830 $

Direct
Net Op- Marg.

Direct

9
4

Net Op. Marg.
Net Op. Marg.

4
4

Net Op- Marg.

$
$
$

$
$

$
$

$
$
$

1$
2$

Total O&M
(
(
(

471 $
356,015
27,075)
11,852)
35.302)

(
(

(

344
14
o  $
0  $

8
4

74 $
55,995
32,008)
14,012)
16,219)

(
(
(

4,257)
1 .863)

998)

12
13
14
15

16
17

18
19
20
21
22

23
24
25
26
27

Net Operating Margin

Special Contract & Optional Margin
Late Charges
Service Establishment Charges
ReconnectI Reread Charges
Other Revenue - Labor
Other Revenue- Parts & Material
Other Revenue - Field CollectionFee

OtherRevenue- Returned Item Fee
Other Revenue -RentalIncome
Total Revenue
O & M
A & G
Depreciation Expense
Interest on CustomerDeposits
Taxes other thanIncome

8.0
1.1

381,188,845 $

5,784,028 $
2,430,203
8,267,657

569,215

1,313 $
2,621 $

304,887

173,412
512,498 $

399,234,678
( 130,087,761)
( 5B,946,694)
( 87,887,713)
( 1,915,314)
( 33,124,880) ( 13.305) ( 6,113) ( 376)

28
29
30

State Income Tax

Taxable Income before Interest Exp.
Interest Expense
State Taxable Income

1.1
$

(
$

89,272,317 $
4B,035,008) (
41,237,309 $

268,480 $(
19,294) (

249,185 $(

12,358) s(
B,865) (

21 ,222) s(

7,494)
545)

8,039)

31
32
33

State Income Tax
South Georgia

State Income Tax

1.1

2,873,416
29,686

2,903,102

17,363
12

17,375

(

(

1,479)
5

1,473)

(

(

560)
0

560)

34
35
36

Federal Income Tax
Taxable Income before Interest Exp.
Interest Expense
FederaI Taxable Income

1.1 (

89,272,317
48,035,008)
41,237,309

(

268,480
19,294)

249,185

(
(
(

12.338)
8,865)

21,222)

(
(
(

7,494)

545)
B,039)

1.1
1.1

$

(

13,427,363 $

528,360) (
290,114

13,189,117 $

81,138 $(
212) (
117

81,042 $(

6,910) $(

98) (
54

6,954) $(

2,618)

8)
3

2,620)

37
38
39
40
41
42

43

44

Federal Income Tax
I T C
South Georgia
Total Federal Income Tax
Regulatory Amortization
Net Income

Rate of Return on Rate Base

Rate of Return by Class Total

$
1.1

$ 73,180,099 $

6.68%

170,063 $(

36.20%

3,930) $(

-(1 .83%)

23.21%

0

4,314)

(33.19%)
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(a)

Description

(b)

Allocation
Favor

No.

(C)

Total
Amount

(d)

CNG - Residentlal
Demand Customer Commodity

(m) (n) (0)

1 301-303
Direct Depreciation Expense

intangible lntang, Plant $ $ $ $

2 325.5-336 Production Plant Prod. P lant $ $ $ $

3 366.1-371 Transmission Trans. Plant $ $ $ $

4 374.1-387 Distribution Dist. Plant $ 75,910,024 $ 1,207 $ 5,074 $ 32

5 389-398 General 1.1 $ 4,919,293 $ 18  $ 329 s 2

6 Total Direct Dap. Exp. $ 80,829,317 $ 1,285 $ 5,403 $ 34

7
Systems Allocable Depreciation Expense

301-303 Intangible If tang. Plant $ $ $ $

8 389-398 General 1.1 $ 2,540,252 $ 40 $ 170 $ 1

g
10
11

System Allocable Amortization
Miscellaneous Intangible
Structures-Leasehold Improvements
Total System Allocable Amortization

4,002,161
104,525

4,106,686

64
2

65

268
7

275

2
0
2

12 Total System Alloc Dap. Exp. & Amortization 6,646,938 106 444 3

13 TotalDepreciation Expense 87,476,255 1,391 s,84a 37

Amortization
Amortization-Gas Plant Acquisition
Regulatory Amortizations

1.1
1.1
1.1
1.0
1.1
1.1

(
126,930

52,996) (
337,524

2
1) (
5

8
4) (

23

0
0)
0

14
15
16
17
18
19
20 Total Depreciation & Amortization Expense $ 87,887,713 $ 1,398 $ 5,875 s 37

800
803
805
810
813

3.0
3.0
3.0
3.0
3.0
3.0
3.0

$ s $ s21
22
23
24
25
26
27
28

Operation and Maintenance Expense
Gas Supply Expense
Natural Gas Wellhead Purchases
Natural Gas Transmission Line Purch
Purchased Gas Cost Adj.
Gas Used for CompressorSta. Fuel--
Other Gas Supply Expense
Labor & Labor Loading
Materials & Expenses
Total Gas SupplyExpense $

641,618
59,983

701,601 s $ $

76
7

83



SCHEDULE G-4
SHEET 42 OF 60

SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Llne
No.

Account
No.

(a)

Allocation
Factor
No.

(0)

Total
Amount

(d)

CNG - Residential
Demand Customer Commodity

(M) (n) (O)

870
5_5
5.5

$ 8,990,906 $
1,458,368

81 $
13

ass  $
103

12
2

871
3.0
3.0

258,538
113,250

31
13

874
4.4
4.4

6,159,141
5,540,228

116
104

403
362

0
0

875
2.2
2.2

1 ,859,618
697.287

53
20

90
34

0
0

878
6.0
6.0

6,919,581
1,213,237

545
96

879
6.0
6.0

8.087.437
1 ,490,584

837
117

880

881

5.5
5.5
5.5

6,543,834
4,535,239
2,250,258

56,117,507 $

59
41
20

508 $

462
320
159

3,964 $

9
6
3

17

1
2
3
4
5
e
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23 $

885
B.6
6.6

$ 2,797,818 $
338.062

47 $
6

188 $
23

0
0

886
1.0
1.0

26,673
80,753

1
4

887
2.2
2.2

8,500,012
7,043,715

241
200

411
341

0
0

889
2.2
2.2

1,461,314
580,480

41
16

71
28

0
0

892
3.3
3.3

6,159,505
3,973,153

0
0

608
392

893
6.0
6.0

1,281,534
781,684

101
62

894
6.6
6.6

196,535
189,711

33,410,949 $

3
3

564 $

13
13

2,251 $

0
0
o

24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

Description
(b)

Distribution Expenses
Operation Supervision & Eng.
Labor & Labor Loading
Materials & Expenses

Distribution Load Dispatching
Labor & Labor Loading
Materials & Expenses

Mains & Svcs. Expense
Labor & Labor Loading
Materials 8- Expenses

Meas. & Reg. Sta. Exp.-Gen.
Labor & Labor Loading
Materials & Expenses

Meter & House Reg. Exp.
Labor & Labor Loading
Materials & Expenses

Customer Installation EXP-
Labor & Labor Loadin
Materials & Expenses

Other Expenses
Labor & Labor Loading
Materials & Expenses

Rents
Total Distribution-Operations
Operation and Maintenance Expense
Distribution Expenses
Mai ft. Supervision & Eng.

Labor 8\ Labor Loading
Materials & Expenses

Mai ft. of Structures 8¢ imp.
Labor & Labor Loading
Materials & Expenses

Mai ft. of Mains
Labor & Labor Loading
Materials & Expenses

Mai ft. of Maas. & Reg. Sta-Gen
Labor & Labor Loading
Materials & Expenses

Mains. of Services
Labor & Labor Loading
Materials 8= Expenses

Mai ft of Meter & House Reg.
Labor & Labor Loading
Materials & Expenses

Mai ft of Other Equip.
Labor & Labor Loading
Materials & Expenses

Total Distribution-Maintenance $

4s Total Distribution O & M s 89,528,455 $ 1,012 $ 6,215 $ 77
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICESTUDY
TEST YEAR ENDING

APRIL to,2007

Line
No.

Account
No.

(a)

Description

(b)

Allocation
Factor
No.

(c)

Total
Amount

(d)

CNG - Residential
Demand Customer Commodity

(m) (n) (o)

901
10.1
10.1

$ 4,093,979 $
275,497

$ 431 $
29

902
13.0
13.0

4,860,483
2,194,002

510
230

903
¢13.0

13.0 404,465 42

903

Q04
905

13.0
13.0
4.0

16,062,467
7,441 ,028
2,977,729

1 ,685
780
329

10.1
10.1

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17

Customer Accounts Expenses
Supervision
Labor & Labor Loading
Materials & Expenses

Meter Reading Exp.
Labor & Labor Loading
Materials & Expenses

Customer Records & Collections
Labor & Labor Loading
Materials & Expenses

Customer Records & Collections - LCS
Labor & Labor Loading - LCS
Materials & Expenses - LCS

Uncollectible Accounts Exp.
Misc. Customer AccountsExp.
Labor & Labor Loadlng
Materials & Expenses

Total Customer Accounts Expenses $

404,465
16,795

38,730,909 $ $

43
2

4,081 $

908
13.0
13.0

$ 514,896 $
564,797

$ 54$
59

909
13.0
13.0 25,125 3

910
13.0
13.0

18
19
20
21
22
23
24
25
26
27

Customer Service & Info. Exp.
Customer Assistance Exp.
Labor & Labor Loading
Materials & Expenses

Info. & Instructional Exp.
Labor & Labor Loading
Materials & Expenses

Misc. C.S. 8\ I. Expense
Labor & Labor Loading
Materials & Expenses

Total Customer Service & Info. Exp. $

21,977
1,126,796 $ $

2
1 1 8  $

911
4.0
4.0

$ $ $ $

912
4.0
4.0

913
4.0
4.0

28
29
30
31
3 2
33
34
35
36
37

Sales Expense
Supervision
Labor & Labor Loadlng
Materials & Expenses

Demonstrating 8- Selling Exp.
Labor & Labor Loading
Materials & Expenses

Advertlslng Expense
Labor & Labor Loading
Materials & Expenses

Total Sales Expense s $ $ $

38
39

Total O & M Expense
Allocation Percentage

$
Total O&M

130,087,761 $
100.00%

1,012 $
0.00%

10,414 $
0.01%

160
0.00%

469 4,559 7040
41
42

Other Operating Deductions
Administrative & General Expense
Interest on Customer Deposits
Taxes Other Than Income

Total O&M
8.0
1 .1

56,946,694
1,9t5,314

33,124,880 527 2,214 14

43 $ 222,074,648 $ 2,068 $ 17,188 $ 244

44
45
46
47

Total Allocated Operating Deductions
Tax Adjustments
Interest Expense
State South Georgia
Investment Tax Credit
Federal South Georgia

1.1
1.1
1.1
1.1

(

48,035,008
29,686

528.350)
290.114

(

764
0

8)
5

(

3.211
2

sol
19

(

20
0

0)
o
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line

No.

Account
No.
(a)

Description

(b)

Allocation

Factor

No.

(c)

Total
Amount

(d)

CNG - Residential
Demand Customer Commodity

(m) (n) (0)

$ 1,267,124,121 $
34,448,206
10,379,937)

12,389,898
3,671,971

( (

20,151 $
548
86)

197
58

(

84,704 $
2,303

831)

828
245

(

540
15
13)
5
2

1
2
3
4
5
6
7
8
9

10

Summary of Allocated Cost of Service

Rate Base
Direct Net Plant
Systems Allocable Net Plant
Cash Working Capital
Materials & Supplies
Prepayments
Gas Plant Acquisition Adjustment
Customer Deposits
Customer Advances
Deferred Taxes

Deferred Gain Hdqtrs Bldg

1 .1

1.1

1 .1

1.1

8 .0

8 .0

1.1

7 .0

( 31 ,921 ,898)
( 37,910,017)
( 142,G32,297) ( 2,268) ( 9,535) ( 61)

11 Total Rate Base $ 1,094,790,047 s 18.601 $ 77,115 $ 488

13,151 $
200 $

12,338 $

187 $
Direct

Net Op. Marg.
Direct

g
4

Net Op. Marg.
Net Op. Marg.

4
4

Net Op- Marg.

$
$
s
$
$
$

$
$
$

$

0  $
0  $

Total O&M
(
(
(

18 $
13,368
1,072)

469)

1,398)

(
(
(

1,519

6 3

0  $

0  $

3 4

1 9

1 7  $

14 .177

10,414)

4 ,559 )

5 ,875)

(
(
(

160)
70)
31)

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

2 7

Net Operating Margin
Special Contract& Optional Margin
Late Charges
Service Establishment Charges
Reoonnect/ Reread Charges
Other Revenue - Labor
Other Revenue - Parts & Material
Other Revenue - FieldCollection Fee
Other Revenue -Resumed ItemFee
OtherRevenue - Rental Income
Total Revenue
o & M
A & G
DepreciationExpense
Interest on Customer Deposits
Taxesother than Income

8.0
1.1

381,188,845 $
5,784,028 $
2,430,203

8,267,657
569,215

1,313 $
2,621 $

304,887
173,412
512,498 $

399,234,678

( 130,087,761)
( 55,946,694)
( 87,887,713)
( 1,915,314)
( 33,124,880) ( 527) ( 2,214) ( 14)

28

29

30

State Income Tax
Taxable Income before Interest Exp.
Interest Expense
State Taxable lnoome

$
1.1 (

$

89,272,317 $

48,035,008) (
41,237,309 $

9,903 $(

764) (
9,139 s(

8,886) $(
33211) (

12,097) $(

281 )
20)

302)

31

32

33

State Income Tax
SouthGeorgia
State Income Tax

1.1

2,873,416
29,686

2,903,102

637
0

637

(

(

843)
2

841)

(

(

21)
0

21)

34

35

36

Federal Income Tax

Taxable Incomebefore Interest Exp.
InterestExpense
FederalTaxable Income

1.1 (

89,272,1317
48,035,008)
41 ,237,309

(

9.903
764)

9.139

(

(
(

8,886)
3,211)

12,097)

(
(
(

281 )
20)

302)

1.1

1.1

$

(

$
1.1

$

13,427,363 $
528,360) (
290,114

13,189,117 $

2,976 $(

8) (
5

2.972 s(

3,939) $(

35) (
19

3.955) $(

98)

0)
0

98)

37
38
39
40
41
42
43
44

Federal Income Tax

I T C
South Georgia
Total Federal Income Tax
Regulatory Amortization
Net Income

Rate of Return on Rate Base

Rate of Return by Class Total

73,180,099 $

6.68%

6.293 $(

33.83%

i

4,090) $(

(5.26%)

2.11%

162)

(33.19%)
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING
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Line
No.

Account
No.

(H)

Description
(b)

Allocation
Fa¢;1Qf

No.

(¢)

Total
Amount

(d)

Electric Generation Gas Service
Demand Customer Commodity

(d) (e) in

1 301 -303
Direct DepreciationExpense

Intangible If tang. Plant $ $ $ $

2 325.5-336 Production Plant Prod. Plant $ $ $ $

3 366.1-371 Transmis s ion Trans.PIant $ $ $ $

4 374.1-387 Distribution Dist. Plant $ 75,910,024 $ 254,898 $ 14,528 $ 9,001

5 389-398 General 1.1 $ 4,919,293 $ 16,518 $ 941 $ 583

6 Total Direct Dep. Exp. $ 80,829,317 $ 271,416 $ 15,469 $ 9,585

7
Systems Allocable Depreciation Expense

301-303 Intangible lntang. Plant $ $ $ s

8 389-398 General 1.1 $ 2,540,252 $ 8,530 $ 486 s a01

9
10
11

System Allocable Amortization
Miscellaneous Intangible
Structures-Leasehold Improvements

Total System Allocable Amortization

1.1

1.1

4,002,161
104,525

4,106,686

13,439
351

13,790

766
20

786

475
12

487

12 Total System AllocDep. Exp. & Amortization 6,646,938 22,320 1 ,272 788

13 Total Depreciation Expense 87,476,255 293,736 18,741 10,373

Amortization
Amortization-Gas Plant Acquisition
Regulatory Amortizatlons

1.1
1.1
1.1
1.0
1.1
1.1

(

126,930
52,996) (

337,524

426
178) (

1.133

24
10)
65

(
15

6)
40

14
15
16
17
18
19
20 Total Depreciation & Amortization Expense $ 87,887,713 $ 295,117 $ 16,820 $ 10,422

B00
803
805
810
813

3.0
3.0
3.0
3.0
3.0
3.0
3.0

$ $ $ $21
22
23
24
25
26
27
28

Operation and Malntenance Expense
Gas Supply Expense
Natural Gas Wellhead Purchases
Natural Gas Transmission Line Purch
Purchased Gas Cost Adj.
Gas Used for Compressor Sla. Fuel--
Other Gas Supply Expense
Labor & Labor Loading
Materials & Expenses
Total Gas Supply Expense $

641,618
59,983

701,601 $ $ $

21,186
1,981

23,167

n



SCHEDULE G-4
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SOUTHWEST GAS CORPORATION
ARIZONA

CIASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.
(a)

Allocation
Factor

No.
(c)

Total
Amount

(d)

Electric Generation Gas Service
Demand Customer Commodity

(4) (e) (0

870
5.5
5.5

$ 8.990.906 $
1,458,368

17,176 $
2,786

4,466 $
724

3,413
554

871
3.0
3.0

258,538
113,250

8,537
8,740

874
4.4
4.4

6,159,141
5,540,228

24,453
21 .996

362
328

0
0

875
2.2
2.2

1 .859,618
697,287

11,149
4,181

18
7

0
0

878
6.0
6.0

6,919,581
1.213,237

5.998
1,052

879
6.0
6.0

8,087,437
1 ,490,584

1,01o
1,292

880

881

5.5
5.5
5.5

6,543,834
4,535,239
2,250,258

56,117,507 $

12,501
8,684
4,299

107,204 $

3,251
2,253
1,118

27,876 s

2,484
1 ,122

854
21 ,303

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23 s

885
6.6
8.6

$ 2,797,818 $
338,062

9,977 $
1,205

331 s
40

0
0

886
1.0
1.0

26,673
80,753

284
861

887
2.2
2.2

8,500,012
7,043,715

50,962
42,230

81
67

0
0

889
2.2
2.2

1,461 ,314
580,480

8.761
3,480

14
6

0
0

892
3.8
3.3

6.159.505
3,973,153

0
0

957
617

893
6.0
8.0

1,281,534
781,684

1,111
678

894
6.6
6.6

701
676

119,138 $

23
22

3,948 $

0
0
0

24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

Description
(b)

Distribution Expenses
Operation Supervision & Eng.
Labor & Labor Loading
Materials & Expenses

Distributlon Load Dispatching
Labor & Labor Loading
Materials & Expenses

Mains & Svcs. Expense
Labor & Labor Loading
Materials & Expenses

Meas. & Reg. Sta. Exp.-Gen.
Labor & Labor Loading
Materials & Expenses

Meter & House Reg. Exp.
Labor & Labor Loading
Materials & Expenses

Customer Installation Exp.
Labor & Labor Loading
Materials & Expenses

*Other Expenses
Labor & Labor Loading
Materials & Expenses

Rents
Total Distribution-Operations
Operation and Maintenance Expense
Distribution Expenses
Mai ft. Supervision & Eng.
Labor & Labor Loading
Materials & Expenses

Mai ft. of Structures & Imp.
Labor & Labor Loading
Materials & Expenses

Mai ft. of Mains
Labor & Labor Loading
Materials a. Expenses

Mai ft. of Meas. & Reg. Sta-Gen
Labor & Labor Loading
Materials & Expenses

Mai ft. of Services
Labor & Labor Loading
Materials & Expenses

Mai ft of Meter & House Reg.
Labor & Labor Loading
Materials & Expenses

Mains of Other Equip.
Labor & Labor Loading
Materials & Expenses

Total Distribution-Maintenance $

196.535
189,711

33,410,949 $

46 Total Distribution o & M $ 89,528,455 $ 226,342 $ 31,824 $ 21,303



SCHEDULE G-4
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(a)

Description

(b)

Allocation
Factor

No.

(c)

Total
Amount

Md)

Electric Generation Gas Service
Demand Customer Commodity

(d) (e) (f)

901
10.1
10.1

$ 4,093,979 $
275,497

$ 532 $
36

902
13.0
13.0

4,860,483
2,194,002

683
308

903
ml13.0

13.0 404,465 57

903

904
905

13.0
13.0
4.0

16,062,467
7,441 ,028
2,977,729

2,256
1 ,045

65

10.1
10.1

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17

Customer Accounts Expenses
Supervision
Labor & Labor Loading
Materials & Expenses

Meter Reading Exp.
Labor & Labor Loading
Materials & Expenses

Customer Records & Collections
Labor & Labor Loading
Materials & Expenses

Customer Records & Collections - LCS
Labor & Labor Loading - LCS
Materials & Expenses - LCS

Uncollectible Accounts Exp.
Misc. Customer Accounts Exp.

Labor & Labor Loading
Materials & Expenses

Total Customer Accounts Expenses $

404,465
16,795

38,730,909 $ $

53
2

5,037 $

90B
13.0
13.0

$ 514,896 $
564,797

$ 7 2  $
79

909
13.0
13.0 25,125 4

910
13.0
13.0 3

158  s

18
19
20
21
22
23
24
25
28
27

Customer Sewioe & Info. Exp,
Customer Assistance Exp.
Labor & Labor Loading
Materials & Expenses

Info. & Instructional Exp.
Labor & Labor Loading
Materials & Expenses

Misc. C.S. & I. Expense
Labor & Labor Loading
Materials & Expenses

Total Customer Service & Info. Exp. $

21,971
1,126,796 s $

911
4.0
4.0

$ s $ $

912
4.0
4.0

913
4.0
4.0

28
29
30
31
32
33
34
35
36
37

Sales Expense
Supervision

Labor & Labor Loading
Materials & Expenses

Demonstrating & Selling Exp.
Labor & Labor Loading
Materials & Expenses

Advertising Expense
Labor & Labor Loading
Materials & Expenses

Total Sales Expense $ $ $ $

38
39

Total O & M Expense
Allocation Percentage

s
Total O&M

130,087,761 $
100.00%

226,342 $
0.11%

37,019 s
0.03%

44,410
0_0a%

99,083 16,205 19,46740
41
42

Other Operating Deductions
Administrative & General Expense
Interest on Customer Deposits
Taxes Other Than Income

Total O&M
8.0
1 .1

56,946,694
1,915,314

33,124,880 111,230 6,339 3,928

43 $ 222,074,648 $ 436,654 $ 59,564 $ 67,865

44
45
46
47

Total Allocated Operatlng Deductions
Tax Adjustments

Interest Expense
State South Georgia
Investment Tax Credit
Federal South Georgla

1.1
1.1
1.1
1.1

(

48,035,008
29,688

528.360)
290,114

(

161,296
100

1 ,774)
974

(

9,193
6

101)
56

(

5,696
4

ea)
34
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line

No.

Account
No.

(a)

Description

(b)

Allocation

Factor
No.

(c)

Total
Amount

(d)

Electric Generation Gas Service
Demand Customer Commodity

(d) (e) (f)

$ 1,267,124,121
34,448,206
10,379,937)
12,389,898
3,671,971

(

$ 4,254,867 $
115,673
18,060)
41 ,604
12,330

( (

242,501 $

6,593
2,954)

2,371
703

(

150,254
4,085
s,548)
1 ,469

435

1
2
3
4

5
6
7
8

9
10

Summary of Allocated Cost of Service

Rate Base
Direct Net Plant

Systems Allocable Net Plant
Cash Working Capital
Materials & Supplies
Prepayments
Gas Plant Acquisition Adjustment
Customer Deposits
Customer Advances

Deferred Taxes
Deferred Gain Hdqtrs Bldg

1.1
1.1
1.1
1.1

8.0
8.0
1.1
1.0

( 31 ,921 ,898)
( 37,910,017/
( 142,632,297) ( 478,944) ( 27,297) ( 16,913)

11 Total Rate Base $ 1,094,790,047 $ 3,927,470 $ 221,917 $ 135,782

Direct

Net Op, Marg.
Direct

9
4

Net Op. Marg.
Net Op. Marg.

4
4

Net Op. Marg.

$

$
$
$
s
$
$

$
$
s

Total O&M
(
(
(

75,828 $
1,151 $

68

301
12
0  $
1  $
7
4

102 $

77,473
37,019)
16,205)
16,820)

(
(
(

44,470)
19,457)
10,422)

12
13
14

15
16
17

18
19
20

21
22
23
24
25
26

27

Net Operating Margin
Special Contract & Optional Margin
Late Charges
Service Establishment Charges
Reconnectly Reread Charges

Other Revenue - Labor
Other Revenue - Parts & Material
Other Revenue - Field Collection Fee
Other Revenue - Returned Item Fee
Other Revenue - Rental Income
Total Revenue

o & M
A & G
Depreciation Expense
Interest on Customer Deposits
Taxes other than Income

8.0
1.1

381,188,845 s 2,453,502 $
5,784,028 $ 37,229 $
2,430,203 $ 2,190 s
8,267,657 .

569,215 .
1,313 $ 8  $
2,621 $ 17 $

304,887 -
173,412 -
512,498 $ 3,299 $

399,234,678 2,496,245
( 130,087,761) < 226,342)

( 56,946,694) ( 99.083)
( 87,887,713) ( 295,117)
( 1,915,314) -
( 33,124,880) ( 111,230) ( 63339) ( 33928)

28
29

30

StateIncome Tax
Taxable Income before InterestExp.

InterestExpense
State Taxable Income

$
1.1 (

$

89,272,317 $ 1,764,473 $

48_035,008) ( 161,296) (
41,237,309 $ 1,603,176 $(

1,089 $(
9,193) (
8,104) $(

78,287)

5,696)
83,983)

31
32
33

State Income Tax
South Georgia
State Income Tax

1.1

2,873,416
29,686

2,903,102

111,709
100

111,809

(

(

565)
6

559)

( 5,852)
4

( 5,848)

34
35
36

FederalIncome Tax
Taxable Incomebefore InterestExp.
InterestExpense
Federal Taxable Income

1.1 (

89,272,317
48,035,008)
41,237,309

1 ,764,473
( 161 ,296)
1 ,e0a,176

(
(

1,089
9,193)
8,104)

(
(
(

78,287)
5,B98)

83,983)

1.1
1.1

$

(

13,427,363 $
528,360) (
290,114

13,189,117 $

522,013 $(
1,774) (

974

521,213 s(

2,639) $(
101) (
56

2,684) $(

27,346)
es)

34
27,3l/4)

37

38
39

40
41
42

43

44

Federal Income Tax
I T C
South Georgia

Total Federal Income Tax
Regulatory Amortization
Net Income

Rate of Return on Rate Base

Rate of Return by Class Total

$
1.1

$ 73,180,099 $ 1,131,450 $

6.68% 28.81%

4,332 $(

1.95% -

25.45%

45,064)

(33.19%)



SCHEDULE G-4
SHEET 49 OF 60

SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(a)

Description

(b)

Allocation
Factor

No.

(0)

Total
Amount

(d)

Small Essential Air. User Gas Service
Demand Customer Commodity

(g) (h) (i)

1 301-303
Direct Depreciation Expense
Intangible If tang. Plant $ $ $ $

2 325.5-336 Production Plant Prod. P lant $ $ $ $

3 366.1-371 Transmlssion Trans.Plant $ s $ $

4 374.1-387 Distribution Dist.Plant $ 75,910,024 $ 286,348 s 45,964 $ 3,017

5 389-398 General 1.1 s 4,919,293 $ 17,260 s 2,979 $ 196

G Total Direct Dep. Exp. $ 80,829,317 $ 283,608 $ 48,943 $ 3,213

7 301-303
SystemsAllocable Depreciation Expense
Intangible If tang. Plant $ $ $ $

8 389-398 General 1.1 $ 2,540,252 $ 8,913 $ 1,538 s 101

9
10
11

System Allocable Amortization
Miscellaneous Intangible
Structures-Leasehold Improvements
Total System Allocable Amortization

1.1
1.1

4,002,161
104,525

4,106,686

14,043
367

14,409

2,423
63

2,487

159
4

163

12 Total System Allow Dep. Exp. & Amortization 6,646,938 23,322 4,025 264

13 Total Depreciation Expense 87,476,255 306.931 52,967 3,477

Amortization
Amortization-Gas Plant Acquisition
Regulatory Amortizations

1.1
1.1
1.1
1.0
1.1
1.1

(

126,930 445
52,996) ( 186) <

337,524 1,184

77

32) (
204

5

2)
13

14
15
16
17
18
19
20 TotalDepreciation & AmortizationExpense $ 87,887,713 $ 308,374 $ 53,216 $ 3,494

800
80a
80s
810
813

3.0
3.0
3.0
3.0
3.0
3.0
3.0

$ $ $ $21
22
23
24
25
26
27
28

Operation and Maintenance Expense
Gas Supply Expense
Natural Gas Wellhead Purchases
Natural Gas Transmission Line Purch
Purchased Gas Cost Adj.
Gas Used for Compressor Sta. Fuel-
Other Gas Supply Expense
Labor & Labor Loading
Materials & Expenses
Total Gas Supply Expense $

641,618
59,983

701,601 $ $ $

1,102
664

7,766
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SCHEDULE G-4
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(a)

Allocation
Favor

No.

(0)

Total
Amount

(d)

Small Essential Aqr. User Gas Service
Demand Customer Commodity

(g) (h) (i)

870
5.5
5.5

$ 8,990,906 $
1,458,368

17,947 s
2,911

11,083 $
1,798

1,144
186

871
3.0
3.0

258,538
113.250

2,862
1 ,254

874
4.4
4.4

6,159,141
5,540,228

25,551
22,984

2.057
1,851

0
0

875
2.2
2.2

1 ,859,618
697,287

11.650
4,368

86
32

0
0

878
6.0
6.0

6,919,581
1218,237

14,002
2,455

879
6.0
6.0

8,087,437
1 ,490,584

16.365
3,016

880

881

5.5
5.5
5_5

13,063
9,053
4,492

112,020 $

8,067
5,591
2,174

69,178 $

833
571
286

1,141

1
2
3
4
5
e
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23 $

G,543,834
4,535,239
2,250,258

56,117,507 $

885
6.6
6.6

$ 2,797,818 $
338,062

10,425 $
1,260

1,319 $
159

0
0

886
1.0
1.0

26,873
80,753

297
900

887
2.2
2.2

8,500,012
7,043,715

53,251
44,127

393
326

0
0

889
2.2
2.2

1 ,461 ,314
580,480

9,155
3,637

68
27

o
0

892
3.3
3.3

6,159,505
3,973,153

0
0

5,533
3.569

893
6.0
6.0

1,281,534
781,684

2,593
1 ,582

894
6.6
6.6

196,535
189,711

33,410,949 $

732
707

124,490 s

93
89

15,750 $

0
0
0

24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

Description

(b)
Distribution Expenses
Operation Supewlslon & Eng.
Labor & Labor Loading
Materials & Expenses

Distribution Load Dispatching
Labor & Labor Loading
Materials & Expenses

Mains & Svcs. Expense
Labor & Labor Loading
Materials & Expenses

Meas. 8= Reg. Sta. Exp.-Gen.
Labor a Labor Loading
Materials & Expenses

Meter & House Reg. Exp.
Labor & Labor Loading
Materials & Expenses

Customer Installation Exp.
Labor & Labor Loading
Materials & Expenses

Other Expenses
Labor & Labor Loading
Materials & Expenses

Rents
Total Distribution-Operations
Operation and Maintenance Expense
Distribution Expenses
Mains. Supervision & Eng.
Labor & Labor Loading
Materials & Expenses

Mains. of Structures s. Imp.
Labor & Labor Loading
Materials & Expenses

Mai ft. of Mains
Labor & Labor Loading
Materials & Expenses

Mai ft. of Meas. & Reg. Sta-Gen
Labor & Labor Loading
Materials & Expenses

Mai ft. of Services
Labor & Labor Loading
Materials & Expenses

Mai ft of Meter & House Reg.
Labor & Labor Loading
Materials 8\ Expenses

Mai ft of Other Equip.
Labor & Labor Loading
Materials & Expenses

Total Distribution-Maintenance $

46 Total Distribution o & M $ 89,528,455 $ 236,510 $ 84,929 $ 1,141
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30. 2007

Line
No.

Account
no.

(a)

Description

(b)

Allocation
Factor
No.

(c)

Total
Amount

(d)

Small Essential Aar. User Gas Service
Demand Customer Commodity

(g) (h) 0)

901
10.1
10.1

$ 4,093,979 s
275,497

s 6,855 s
461

902
13.0
13.0

4,850,483
2,194,002

8.872
4,005

903
13,0
13.0 404,455 738

903

904
905

13.0
13.0
4.0

16,062,467
1,441 ,028
2,977,729

29,321
13,583

315

10,1
10,1

577
28

64,856 s

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17

Customer Accounts Expenses
Supervision
Labor & Labor Loading
Materials & Expenses

Meter Reading Exp.
Labor & Labor Loading
Materials & Expenses

Customer Reoords & Collections
Labor & Labor Loading
Materials & Expenses

Customer Records & Collections - LCS
Labor & Labor Loading - LCS
Materials & Expenses - LCS

Uncollectible Accounts Exp.
Misc. Customer Accounts Exp.
Labor & Labor Loading
Materials & Expenses

Total Customer Accounts Expenses $

404,455
16,795

38,730,909 s $

908
13.0
13.0

$ 514,896 $
564,797

$ 940 $
1,031

909
13.0
13.0 25.125 46

910
13.0
13.0

18
19
20
21
22
23
24
25
26
27

Customer Service & Info. Exp.
Customer Assistance Exp.
Labor & Labor Loading
Materials & Expenses

Info. & Instructional Exp.
Labor & Labor Loading
Materials 8= Expenses

Misc. c.s. & l. Expense
Labor & Labor Loading
Materials & Expenses

Total Customer Service & Info. Exp. s

21,917
1,125,796 s $

40
2,051 $

911
$ s s $

912
4.0
4.0

913
4.0
4.0

28
29
30
31
32
33
34
35
36
37

Sales Expense
Supervision
Labor & Labor Loading
Materials & Expenses

Demonstrating & Selling Exp.
Labor & Labor Loading
Materials 8¢ Expenses

.Advertising Expense
Labor & Labor Loading
Materials & Expenses

Total Sales Expense s $ $ $

38
39

Total o & M Expense
Allocation Percentage

$ 130,087,761 $
Total O&M 100.00%

235,510 s
0.18%

151,841 $
0.12%

14,907
0.01%

103,533 65,470 6,52640
41
42

Other Operating Deductions
Administrative & General Expense
Interest on Customer Deposits
TaxesOther Than income

Total O&M
B.0
1 .1

55,946,594
1,915,314

33,124,880 115,226 20,057 1,317

43 s 222,074,548 $ 456,269 $ 238,368 $ 22.750

44
45
46
47

Total Allocated Operating Deductions
Tax Adjustments
Interest Expense
State South Georgia
Investment Tax Credit
Federal South Georgia

1.1
1.1
1.1
1.1

(

48,035,008
29,688

528,360)
290,114

(

168,542
104

1,854)
1,018

(

29,085
18

320)
176

(

1,909
1

21)
12
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SOUTHWEST GAS CORPORATION
ARlZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line

No.
Account

No.

(a)

De s cription

(b )

Allocation
Factor

No.

(c)

Total

Amount

(d)

Small Essential Aar. User Gas Sewiqe

Demand Customer Commodity

(g) (h) 0)

$ 1,267,124,121 $ 4,446,000 $

34,448,206 120,870
10,379,937) 18,872)
12,389,898 43,473
3,671,971 12,884

( ( (

767,249 $

20.859
12,116)

1,502
2,223

(

50,369

1 ,369
1 ,189)

493
146

1
2

3
4
5
e
7
8
g

10

Summary of Allocated Cost of Service

Rate Base
Direct Net Plant
Systems Allocable Net Plant
Cash Working Capital
Materials & Supplies
Prepayments
Gas Plant Acquisition Adjustment

Customer Deposits
Customer Advances
Deferred Taxes
Deferred Gain Hdqtrs Bldg

1.1
1.1
1 .1
1.1

8.0
8 .0
1.1
7 .0

( 31 ,921 ,898)
( 37,910,017)
( 142,632,297) ( 500,459) ( 86,364) ( 5,670)

11 Total Rate Base $ 1,094,790,047 $ 4,103,896 $ 699,353 $ 45,518

Direct

Net op- Marg.
Direct

g
4

Net Op. Marg.
Net Op. Marg.

4

4
Net Op. Mark.

$

s
$

$
$
$

$
$
$
$

109,440 $
1,661 $

Total O&M

4,027 $

3,044,995
( 236,510)
( 103,533)
( 308,374)

(
(

(

1,452
60
0  $
1  $

32
18

147 $
112,812
151,841)
66,470)

53,216)

(
(

(

14,907)
6,526)

3,494)

1 2
13
14

15
16
17
18
19
20
21
2 2
23
24
2 5
b e

27

Net Operating Margin
Special Contract & Optional Margin
Late Charges
Service Establishment Charges
Reconnect I Reread Charges
Other Revenue - Labor
Other Revenue - Parts & Material

Other Revenue -Field Collection Fee
Other Revenue - Resumed item Fee
Other Revenue - Rental Income

Total Revenue
o & M
A & G
Depreciation Expense
interest on Customer Deposits

Taxes other than Income

8.0
1.1

381,188,845 $ 2,995,484 $

5,784,028 s 45,452 $
2,430,203

8,267,657 -
589,215 -

1,313 $ 10 $
2,621 s 21 s

304,887
173,412
512,498 $

399,234,878
( 130,087,761)
( 56,946,694)
( 87,887,713)
( 1,9ts,314) -
( 33,124,880) 116,226) <( 20,057) ( 1,317)

28
29
30

State Income Tax
Taxable Income before Interest Exp.

Interest Expense
State Taxable Income

1.1
$

(
$

89,272,317 s 2,280,351 s(
48,035,008) ( 168.542) (
41,237,309 $ 2,111,809 s(

178,773) $(
29,085) (

207,858) $(

26,244)

1,909)
28,153)

31
oz
33

State Income Tax
South Georgia

State Income Tax

1.1
2,873,416

29,686
2,903,102

147,151
104

147,255

<

(

14,484)
18

14,466)

(

(

1,962)
1

1,961)

34

35
36

Federal Income Tax
Taxable Incomebefore InterestExp.

Interest Expense
Federal Taxable Income

1.1 (

89,272,317
48,035,008)
41 ,237,309

2,280,351
( 168.542)
2,111,a09

(
(
(

178,773)
29,085)

207,B58)

(

(
(

2e,244)

1,909)
28,153)

1.1
1.1

$

(

13,427,363 $
528,360) (
290,114

13,189,117 $

687,630 $(
1,854) (
1,018

686,794 $(

67,681) $(

320) (
176

67,825) $(

9,167)
21)
12

9,17G)

37
38
39
40
41
42

43

44

Federal Income Tax
I T C
South Georgia
Total Federal Income Tax
Regulatory Amortization
Net Income

Rate of Recur on Rate Base

Rate of Recur by Class Total

$
1.1

$ 73,180,099 $ 1,446,301 $(

6.68% 35.24%

96.482) $(

(13.80%)

27.53%

n m

15.107)

(33.19%)
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL so, 2007

Line

No.

Account
No.

(a)

Description

(b)

Allocation
Factor

No.

(c)

Total
Amount

(d)

Natural Gas Enqlne Gas Service
Demand Customer Commodity

0) (k) 0)

1 301-303
Direct DepreciationExpense
Intangible If tang. Plant $ $ $ $

2 325.5-336 Production P lant Prod. Plant $ $ $ $

3 366.1-371 Transmission Trans. Plant $ $ $ $

4 374.1-387 Distribution Dist. Plant $ 75,910,024 $ 126,385 $ 190,520 $ 5,467

5 389-398 General 1.1 $ 4,919,298 s 8,190 $ 12,346 $ 354

6 Total Direct Dap. Exp. $ 80,829,317 s 134,575 $ 202,866 $ 5,821

7
Systems Allocable Depreciation Expense

301-303 Intangible If tang. Plant $ $ $ $

8 389-398 General 1.1 $ 2,540,252 $ 4,229 $ 6,376 $ 183

g
10
11

System Allocable Amortization
Miscellaneous Intangible
Structures-Leasehold Improvements
Total System Allocable Amortization

1.1

1.1

4,002,181
104,525

4,106,886

e,eea
174

e,8a1

10,045
262

10,307

288
8

295

12 Total System Alloc Dep. Exp. & Amortizatlon 6,646,938 11,067 16,683 479

13 Total Depreciation Expense 87,476,255 145,642 219,549 6,300

Amortization
Amortization-Gas Plant Acquisition
Regulatory Amortizations

1.1
1.1
1.1
7.0
1.1
1.1

(

126,930
52,996) (

337,524

211
88) (

562

319
133)
847

(
9
4)

24

14

15
16

17

18

19

20 Total Depreciation & Amortization Expense $ 87,887,713 $ 146,327 $ 220,581 $ e,s29

800
80a
805
810
813

3.0
3.0
3.0
3.0
3.0
3.0
3.0

$ $ $ $21
22
23
24
25
26
27
28

Operation and Maintenance Expense
Gas Supply Expense
NaturalGas Wellhead Purchases
Natural Gas Transmission LinePurch
Purchased Gas Cost Adj.
Gas Used for Compressor Sta. Fuel-
Other Gas Supply Expense
Labor & LaborLoading
Materials & Expenses
TotalGas Supply Expense $

641.618
59,983

701,601 $ $ $

12,867
1 ,203

14,070



I I II

SCHEDULE G-4
SHEET 54 OF 60

SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(a)

Allocation
Factor

No.
(c)

Total
Amount

(d)

Natural Gas Engine Gas Service
Demand Customer Commodity

(i) (k) (|)

870
5.5
5.5

$ 8,990,906 $
1,458,368

8,518 $
1,381

47,258 $
'/,ass

2,013
336

871
3.0
3.0

258,538
113,250

s,185
2,271

874
4.4
4.4

6,159,141
5,540,228

12,124
10,906

8,135
7,317

0
0

875
2.2
2.2

1,859,618
697,287

5.528
2,013

361
135

0
0

878
6.0
6.0

6,919,581
1,213,237

60,177
10,551

879
6.0
6.0

8,087,437
1 ,490,584

70,334
12,963

880

881

5.5
5.5
5.5

6,543,834
4,535,239
2,250,258

58,117,507 $

6,198
4,298
2,131

53,154 $

34,395
23,837
11 ,827

294,955 $

1,509
1,046

519
12,938

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23 $

885
6.6
6.6

s 2,797,818 $
338,062

4,947 $
598

5,347 $
646

0
0

886
1.0
1.0

26,673
80,753

141
427

887
2.2
2.2

8,500,012
7,043,715

25,268
20,939

1,650
1,367

0
0

889
2.2
2.2

1,461 ,314
580,480

4.344
1,726

284
113

0
0

892
3.3
3.3

6,159,505
3,973,153

0
0

21,739
14,023

893
6.0
6.0

1 ,281.534
781,684

11,145
6,798

894
6.G
6.6

196,535
189,711

33,410,949 $

M7
335

59,072 $

376
363

63,850 $

0
0
0

24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

Description

(b)
Distribution Expenses
Operation Supervision & Eng.
Labor a Labor Loading
Materials & Expenses

Distribution Load Dispatching
Labor & Labor Loading
Materials & Expenses

Mains & Svcs. Expense
Labor & Labor Loading
Materials & Expenses

Meas. & Reg. Sta. Exp.-Gen.
Labor & Labor Loading
Materials & Expenses

Meter & House Reg. Exp.
Labor & Labor Loading
Materials & Expenses

Customer Installation Exp.
Labor & Labor Loading
Materials & Expenses

Other Expenses
Labor & Labor Loading
Materials & Expenses

Rents
Total Distribution-Operations
Operation and Maintenance Expense

Distribution Expenses
Mai ft. Supervision & Eng.
Labor & Labor Loading
Materials & Expenses

Mai ft. of Structures & Imp.
Labor 8= Labor Loading
Materials & Expenses

Mai ft. of Malns
Labor & Labor Loading
Materials & Expenses

Mai ft. of Meas. 8= Reg. Sta-Gen
Labor & Labor Loading
Materials & Expenses

Mai ft. of Services
Labor & Labor Loading
Materials & Expenses

Mai ft of Meter & House Reg.
Labor & Labor Loading
Materials & Expenses

Mai ft of Other Equip.
Labor & Labor Loading
Materials & Expenses

Total Distribution-Maintenance $

46 Total Distribution O & M $ 89,528,455 $ 112,226 $ 358,805 $ 12,938
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.

(a)

Description

(b)

Allocation
Factor
No.

(C)

Total
Amount

(d)

Natural Gas Engine Gas Service
Demand Customer Commodity

(D (k) 0)

901
10.1
10.1

$ 4,093,979 $
275,497

$ 8,729 $
587

902
13.o
13.0

4,860,483
2,194,002

11,153
5,035

903
13.0
13.9 404,465 928

903

904
905

13.0
13.0
4.0

16,062,467
7,441 ,028
2,977,729

36,858
11,075
1 ,321

10.1
10.1

862
36

82,585 $

1
2
3
4
5
B
7
8
9

10
11
12
13
14
15
i s
17

Customer Accounts Expenses
Supervision
Labor & Labor Loading
Materials & Expenses

Meter Reading Exp.
Labor & Labor Loading
Materials 8\ Expenses

Customer Records & Collections
Labor & Labor Loadlng
Materials a Expenses

Customer Records & Collections - LCS
Labor & Labor Loadlng - LCS
Materials & Expenses - LCS

Uncollectible Accounts Exp.
Misc. Customer Accounts Exp.
Labor & Labor Loading
Materials & Expenses

Total Customer Accounts Expenses $

404,465
15,795

38,730,909 $ s

908
13.0
13.0

$ 514,896 $
554,797

$ 1,182 $
1,296

909
113.0

13.0 25,125 58

910
13.0
13.0

18
1 g
20
21
22
23
24
25
26
27

Customer Service & Info. Exp.
Customer Assistance Exp.
Labor & Labor Loading
Materials & Expenses

Info. & Instructional Exp.
Labor & Labor Loading
Materials & Expenses

Misc. C.S. & I. Expense
Labor & Labor Loading
Materials & Expenses

Total Customer Service a Info. Exp- $

21,917
1,126,798 $ s

50
2,586 $

911
4.0
4.0

$ s s $

912
4.0
4.0

913
4.0
4.0

28
29
30
31
32
33
34
35
36
37

Sales Expense
Supervision
Labor 8¢ Labor Loading
Materials & Expenses

Demonstrating & Selling Exp.
Labor & Labor Loading
Materials 8\ Expenses

Advertising Expense
Labor & Labor Loading
Materials & Expenses

Total Sales Expense s $ $ $

38
39

Total O & M Expense
Allocation Percentage

$
Total O&M

130,087,761 $
100.00%

112,226 $
0.09%

443,976 $
0.34%

27,008
0.02%

49,128 194,353 11,82340
41
42

Other Operating Deductions
Administrative & General Expense
Interest on Customer Deposits
Taxes Other Than Income

Total O&M
8.0
1.1

56,946,694
1 ,915,314

33,124,880 55.151 83,137 2,386

43 s 222,074,648 $ 216.504 $ 721,466 $ 41,217

44
45
46
47

Total Allocated Operating Deductions
Tax Adjustments
Interest Expense
State South Georgia
Investment Tax Credit
Federal South Georgia

1.1
1.1
1.1
1.1

(

48,035,008
29,886

528,360)
290,114

(

19,915
49

sea)
483

(

120,559
75

1 ,326)
728

(

3,459
2

Sal
21



Line

No.

12
13
14
15
16
17
18
19

20
21
22
23
24
25
26
27

11

1

2
3
4

5
6
7
8
9

10

28

29
30

31
32

33

34
35
35

37
38
39
40
41
42

43

44

Account

No.

(3)

Total Rate Base

Summary of Allocated Cost of Service

Rate Base
Direct Net Plant
Systems Allocable Net Plant
Cash Working Capital
Materials & Supplies
Prepayments
Gas Plant Acquisition Adjustment
Customer Deposlls
Customer Advances
Deferred Taxes

Deferred Gain Hdqtrs Bldg

Net Operating Margin

Special Contract & Optional Margin
Late Charges
Service Establishment Charges
Reconnect/ Reread Charges

Other Revenue - Labor
Other Revenue - Parts & Material
Other Revenue - Field Collection Fee
Other Revenue - Resumed item Fee
Other Revenue - Rental lnoome

Total Revenue

o & M
A & G
Depreciation Expense
Interest on Customer Deposits
Taxes other than Income

State Income Tax
Taxable Income before Interest Exp.

Interest Expense
State Taxable Income

Federal Income Tax
Taxable Income before Interest Exp.
Interest Expense
Federal Taxable Income

State Income Tax

South Georgia
State Income Tax

Federal Income Tax
I T C
South Georgia
Total Federal Income Tax
Regulatory Amortization
Net Income

Rate of Return on Rate Base

Rate of Return by Class Total

Description

(b)

SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Direct
Net OP- Marg.

Direct

9
4

Net Op. Marg.
Net Op. Mark.

4
4

Net op- Marg.

Allocation
Factor

No.

(0)

Total O&M

1.1
1.1
1.1
1.1
8.0
8.0
1.1

7.0

8.0
1.1

1.1

1.1

1.1

$

$
$
$
$
$
$
$

$
$

$ 1,094,790,047 $ 1,947,339 $ 2,913,605 $

$ 1,267,124,121

34,448,206
10,379,937)
12,389,898
3,571,971

$

(
$

(

( 31,921,898)
( 37,910,017)

( 142,632,297)

381,188,845 $

5,784,028 $
2,430,203 $
8,267,657

569,215

1,313 $
2,621 $

304,887
173,412

512,498 $
399,234,678

( 130,087,751)
( 56.946,694)
( 87,887,713)
( 1,915,314)

( 33,124,880)

(

Total

Amount

(d)

89,272,317 s  2,003,933 $(

48,035,008) ( 79,975) (
41,237,309 $ 1,923,959 $(

89,272,317
48,035,008)
41 ,237,309

73,180,099 $ 1,243,755 $( 365365) $(

6.68% 63.87% (12.54%)

17.22%

2,873,416
29,686

2,903,102

$ 2,109,671
57,354

8,955)
20,628
6,114

( 237,473) < 357.980) ( 10,272)

(

( 55,151) ( 83437) (

3 ,111 $
2,366,765

( 112,226)
( 49,128)
( 146,327)

2,003,933
( 79,975)
1 ,92a,9s9

Natural Gas Engine Gas Service

Demand Customer Commodity

G) (k) (|)

2,313,564 $

35.105 $
14,981 $

1M,061
49

134,111

SCHEDULE G-4
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8  $
1 6  $

$ 3,180,240 $

86,458
35,426)

31 .096
9,216

(

(
(
(

(

(

(
(
(

245,955 $
3,732 $
1,590
6,097

252
1  $
2  $

135
77

3 3 1  $
258,173
443,976)
194,353)
220,581)

683,875) $(
120,559) (
804,434) $(

683,875)
120.559)
804,434)

56,053)
75

55,978)

In

(

(
(
(

(

(

(
(
(

27,369)

(33.19%)

91,254
2,481
2,155)

892
264

82,465

27,008)
11,823)

6,329)

47,546)
3,459)

51,005)

47,54G)

3,459)
51 ,005)

16,608)
38)
21

16,525)

2,386)

32554)
2

33552)
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

4

Line

No.
Account

No.

(3)

Description

(b)

Allocation
Factor

no.
(C)

Total

Amount

<d)

Street Llahtlna Gas Service

Demand Customer Commodity

(m) (n) (o)

1 301-303
Direct Depreciation Expense
Intangible lntang. Plant $ $ $ $

2 325.5-336 Production Plant Prod.pIant $ $ $ $

3 366.1-371 Transmission Trans.Plant $ $ $ $

4 374. 1 -387 Distribution Dist.Plant $ 75,910,024 $ 1,890 $ 24,964 $ 43

5 389-398 General 1.1 $ 4,919,293 $ 122 $ 1,618 $ 3

6 Total DirectDep. Exp, $ 80,829,317 $ 2,012 $ 28,582 $ 46

7 301 -303

Systems Allocable Depreciation Expense
Intangible If tang. Plant $ $ $ $

8 389-398 General 1.1 $ 2,540,252 $ ea $ 835 $ 1

g
10
11

System Allocable Amortization
Miscellaneous Intangible
Structures-Leasehold Improvements
Total System Aitocable Amortization

4,002,161

104.525
4,106,686

100

3
102

1,316
34

1,351

2
0
2

12 Total System Nloc Dap. Exp. & Amortization 6.646.938 165 2,186 4

13 Total Depreciation Expense 87,476,255 2,178 28,768 49

Amortization
Amortization-Gas Plant Acquisition
Regulatory Amortizations

1.1
1.1
1.1
7.0
1.1
1.1

(

126,930
52_996) (

337,524

3

1) (
8

42
17) (

111

0

0)
0

14
15
16
17
18
19
20 Total Depreciation & Amortization Expense $ 87,887,713 $ 2.188 $ 28,903 s 50

800
803
805
810

813

3.0
3.0
3.0
3.0
3.0
3.0
3.0

$ $ $ s21
22
23
24
25
26
27
28

Operation and Maintenance Expense

Gas Supply Expense
Natural Gas Wellhead Purchases
Natural Gas Transmission Line Purch
Purchased Gas Cost Adj.
GasUsed for Compressor Sta. Fuel--l

Other Gas Supply Expense
Labor & Labor Loading
Materials & Expenses

Total Gas Supply Expense $

641,618
59,983

701,601 $ $ $

101
9

110
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30,2007

Line
No.

Account

No.

(a)

Allocation
Factor
No.

(c)

Total
Amount

(d)

Street Liqhtina Gas Service
Demand Customer Commodity

(m) (n) (O)

870
5.5
5.5

$ 8,990,908 $
1,458,368

127 $
21

1,489 $
241

16
3

871
3.0

3.0

258,538
113,250

41

18

874
4.4
4.4

6,159,141
5,540,228

181
163

2,470
2,222

0
0

875
2.2
2.2

1,859,618
697,287

83
31

482
181

0
0

878
6.0
8.0

6,919,581
1,213,237

879
6.0
6.0

8,087,437
1 ,490,584

880

881

5.5
5_5
5.5

93
64
32

795 $

1,083
751
373

9,291 $

12
8
4

101

1
2
3
4
5
6
7
8
g

10
11
12

13
14
15
16
17
18
19
20
21
22

23 $

6,543,834
4,535,239
2,250,258

56,117,507 $

885
6.6
6.6

$ 2,797,818 $
338,062

74 $

9

1,071 $
129

0
0

886
1.0
1.0

26,673
80,753

2
e

nm

an

887
8,500,012
7,043,715

378
313

2,203
1,826

0
0

889
2.2
2.2

1,461,314
580,480

65
26

379
150

0
0

892
3.3
3.3

6,159,505

3,973,153

0

0

4,182

2,698

893
6.0
6.0

1,281,534
781,684

894
6.6
6.6

5

5
ass  $

75
73

12,786 $

0
0
0

24

25
26

27
28
29
30
31
32
33
34
35
36
37

38
39

40
41
42
43

44
45

Description

(b)
Distribution Expenses

Operation Supervision & Eng.
Labor & Labor Loading
Materials & Expenses

Distribution Load Dispatching
Labor 8- Labor Loading
Materials 8\ Expenses

Mains & Svcs. Expense
Labor & Labor Loading
Materials & Expenses

Meas. & Reg. Sta. Exp.-Gen.
Labor & Labor Loading
Materials & Expenses

Meter & House Reg. Exp.
Labor & Labor Loading
Materials & Expenses

Customer Installation Exp.
Labor & Labor Loading
Materials & Expenses

Other Expenses
Labor & Labor Loading
Materials 8¢ Expenses

Rents
Total Distribution-Operations
Operation and Maintenance Expense
Distribution Expenses

Mai ft. Supervision & Eng.
Labor a. Labor Loading
Materials & Expenses

Mains. of Structures & Imp.
Labor & Labor Loading
Materials & Expenses

Mai ft. of Mains
Labor & Labor Loading
Materials & Expenses

Mai ft. of Meas. & Res- Sta-Gen
Labor a Labor Loading
Materials & Expenses

Mai ft. of Services
Labor & Labor Loading
Materials & Expenses

Mai ft of Meter & House Reg.
Labor a Labor Loading
Materials a Expenses

Mai ft of Other Equip.
Labor & Labor Loading
Materials & Expenses

Total Dlstribution-Maintenance $

198,535
189,711

33,410,949 $

46 Total Distribution O & M $ 89,528,455 $ 1 v678 $ 22,077 $ 101
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICE STUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
no.

Account
No.

<a)

Description

(b)

Allocation
Factor

No.

(c)

Total
Amount

(d)

Street Llohtino Gas Service
Demand Customer Commodity

(M) (n) (o)

901
10.1
10.1

$ 4,093,979 $
275,497

$ 312
21

s

902
13.0
13.0

4,860,483
2,194,002

130
59

903
13.0
13.0 404.465 11

903

904
905

13.0
13.0
4.0

16,062,467
7,441 ,028
2,977,729

429
199

1,764

in

10.1
10.1

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17

Customer Accounts Expenses
Supervision
Labor & Labor Loading
Materials & Expenses

Meter Reading Exp.
Labor & Labor Loading
Materials & Expenses

Customer Records & Collections
Labor & Labor Loading
Materials & Expenses

Customer Reoords & Collections - LCS
Labor & Labor Loading - LCS
Materials & Expenses - LCS

Uncollectible Accounts Exp.
Misc. Customer Accounts Exp.
Labor & Labor Loading
Materials & Expenses

Total Customer Accounts Expenses $

404,465
16,795

38,730,909 $ $

31
1

2,956 $

908
13.0
13.0

$ 514,896 $
564,797

$ 1 4  $
15

909
13.0
13.0 25,125 1

910
13.0
13.0 1

3 0  $

18
19
20
21
22
23
24
25
25
27

Customer Service & Info. Exp.
Customer Assistance Exp.
Labor & Labor Loading
Materials & Expenses

Info. & Instructional Exp.
Labor & Labor Loading
Materials & Expenses

Misc. C.S. & I. Expense
Labor & Labor Loadlng
Materials & Expenses

Total Customer Sewioe & Info. Exp. $

21,977
1,126,796 $ $

911
4.0
4.0

$ $ $ $

912
4.0
4.0

u

c

913
4.0
4.0

28
29
30
31
32
33
34
35
36
37

Sales Expense
Supervlslon
Labor & Labor Loading
Materials & Expenses

Demonstrating & Selling Exp.
Labor & Labor Loading
Materials & Expenses

Advertising Expense
Labor & Labor Loading
Materials & Expenses

Total Sales Expense $ $ $ $

38
39

Total O & M Expense
Allocation Percentage

$ 130,087,761 $
T otalo&M 100.00%

1,578 $
0.00%

25,063 $
0.02%

211
0.00%

735 10,972 9340
41
42

Other Operating Deductions
Administrative & General Expense
Interest on Customer Deposits
Taxes Other Than Income

Total O&M
8.0
1 .1

56,946,694
1,915,314

33,124,880 825 10,894 19

43 $ 222,074,648 s 3,237 $ 46,929 $ 323

44
45
46
47

Total Allocated Operating Deductions
Tax Adjustments

Interest Expense
State South Georgia
Investment Tax Credit
Federal South Georgia

1.1
1.1
1.1
1.1

(

48,035,008
29,686

528,360)
290,114

(

1,196
1

to) (
7

15,797
10

174)
95

(

27
0

0)
0
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SOUTHWEST GAS CORPORATION
ARIZONA

CLASS COST OF SERVICESTUDY
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Account
No.
(2)

Description

(b)

Allocation

Factor

No.

(°)

Total

Amount

(d)

Street Liqhtina Gas Service

Demand Customer Commodity

(m) (n) (0)

$ 1,267,124,121 $
34,448,206
10,379,937)
12,389,898
3,671,971

( (

31,543 $
858
134)

308
91

(

416,711 $
11,329
2,000)

4,075
1,208

(

714
19
17)
7
2

1
2
3
4
5
6
7
8
9

10

Summary of Allocated Cost of Service
Rate Base
Direct Net Plant
SystemsAllocable Net Plant
CashWorking Capital
Materials & Supplies

Prepayments
Gas Plant Acquisition Adjustment

Customer Deposits
Customer Advances
Deferred Taxes
Deferred Gain Hdqtrs Bldg

1.1
1.1
1.1
1.1
8.0
8.0
1.1
1.0

( 31,921,898)
( 37,910,017)
( 142,632,297) ( s,5s1) ( 4e,907) ( 80)

11 Total Rate Base $ 1,094,790,047 $ 29,116 $ 384,416 $ 645

55,850 $
847 $

$

$

8,141
337

0$
0$

$

$

Direct
Net Op. Marg.

Direct
9
4

Net Op. Marg.
Net Op. Marg.

4
4

Net Op. Marg.

$
$
$

$
$
$

$

$
$
$

181
103

$

Total O&M
(
(
(

75 $

56,773
1,678)

735)
2,188)

(
(

(

8,761

25,063)

10,972)

28,903)

(
(
(

211)
93)
50)

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

2 7

Net Operating Margin
Special Contract & Optional Margin

Late Charges
Service Establishment Charges
Reconnect/ Reread Charges
Other Revenue- Labor

Other Revenue - Parts & Material
Other Revenue - Field Collection Fee
Other Revenue - Returned item Fee

Other Revenue - Rental Income
Total Revenue

o & M
A & G
Depreciation Expense
interest on Customer Deposits
Taxes other than Income

8.0

1.1

381,188,845 $
5,784,028 $
2,430,203
8,267,657

569,215
1,313 $

2,621 $

304,887
173,412
512,498 $

399,234,678
( 130,087,761)
( 56,946,694)

( 87,887,713)
( 1,915,314)
( 33,124,880) ( 825) ( 10,894) ( 19)

28
29
30

State Income Tax
Taxable Income before Interest Exp.

Interest Expense
State Taxable Income

1.1

$

(
$

89,272,317 $

48,035,008) (
41,237,309 $

51,348 $(
1,t9B) (

50,153 s(

67,071) $(
15,797) (
82,858) $(

372)
27)

399)

31

32

33

State Income Tax
South Georgia
State Income Tax

1.1

2,873,416
29,686

2,903,102

3,495
1

3,495

(

(

5,774) (
10

5,764) (

28)
0

28)

34
35
36

Federal Income Tax

Taxable Income before Interest Exp.

Interest Expense

Federal Taxable Income

1.1 (
89,272,317
48,035,008)
41237,309

(
51,348

1,196)
50,153

(
(
(

67,071)
15,797)
B2,868)

(

(
(

372)
27)

399)

$
(

$
1.1

$

1.1
1.1

13,427,363 $
528,360) (
290,114

13,189,117 $

16,330 $(
13) (
7

16,324 $(

26,983) s(
174) (
95

27,061) $(

130)

0)
0

130)

37
38
39
40
41
42
43
44

Federal Income Tax
I T C
South Georgia
Total Federal Income Tax
Regulatory Amortization
Net Income

Rate of Return on Rate Base

Rate of Return by Class Total

73,180,099 $

6.68%

31,529 $(

108.29%

34,245) $(

(8.91%)

(0.71%)

214)

(33.19%)
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SOUTHWEST GAS CORPORATION
ARIZONA

DEVELOPMENT OF ALLOCATION FACTORS
TEST YEAR ENDING

APRIL to, 2007

Llne
No.

relocation
Factor No.

(b)
1

Description

(a)
CP Monthly Demand

1 0.000000%
2 NCP  De m a nd

2
3 Throughput

a

Residential Gas Service
Demand Customer Commodity

(d) (e) (f)
69,979,561
59.076712% 0.000000%
69,979,561
57.634402% 0.000000% 0.000000%

0 297,856,607
0.000000% 45.G98616%

4 Customers
4

5 Customers With Mains

5

0.000000%
0

0.000000%

0.000000%
0

0.000000%
6 Meters forCustomers

e 0.000000% 0.000000%
7 Service Lines for Customers

7
8 Res.. MMMHP& Small, Medium GS

8
9 Service Establishment Charges

9
10 Extra

10
11 Extra

11
12 IndustrialMeas. & Reg.

12
13 Weighted Customers for Meter Reading

13
14 Extra

14
15 Ema

15

Tota l

(G)
118,455.410

100.0000%
121,419,774

100.0000%
651 ,784,739

100.0000%
959,083

100.0000%
959,083

100.0000%
1 ,122, 1 as
100_0000%
1,072,625
100.0000%

950,479
100.0000%
34,611,268
100.0000%

0
0.0000%

0
0.0000%

7,311
100.0000%
1 .010.689
100.0000%

0
0.0000%

0
0.0000%

0.000000%

0.0000009A»

0.00000031

0.000000;»

0.000000;°

0.000000

0.000000?A

0.000000;.

0.000000;»

0.000000%
884. 186

92. 190770%
884,186

92.190770%
884,186

78.794942%

884,186
82.431945%

884, 188
93.025331%
30,946,510
89.411663%

0
0.000000%

0
0.000000%

0
0.000000%

866,940
85.777111%

0
0.000000%

0
0.000000%

0.000000%

000000086

00000003,

000000030

0
0.000000%

0 0 0 0 0 0 0

000000036

0 0 0 0 0 0 0

0.0000008>

16
Internally Generated Allocation Factors
Net Production, Transmission, & Distribution Plant

1.1
17 Distribution Mains

2.2
18 DistributionServices

3.3
19 Distribution Malns & Services

4.4
20 Allocable Distribution Operating Expenses

21
5.5

Allocable Distribution Maintenance Expenses
6.6

22 TransmissionOperating Expense

7_7
23 Transmission Mains

8.8
24 Transmission Maintenance Expense

9.9
25 Customer Accounting Expense

10.1
26 Total o & M Expense

11.2

1,182,139,980
100.0000%

629,304,144
100.0000%

321,023,126
100.0000%

950,327,271
100.0000%
32,338,902
100.0000%
29,888,822
100.0000%

o
0.0000%

0
0.0000%

0
0.0000%

33,940,174
100.0000%

130,087,761
100.0000%

219,964,047 685,044,030
18.607276% 57.949485%

209,074,046 253,894,761
33.223052% 40.345318%

0 264,625,607
0.000000% 82.431945%

209,074,046 518,520,368
22.000215% 54.562295%

3,423,368 21 ,370,282
10.585914% 66.082273%

5,905,911 17,073,192
19.759597% 57. 122332%

0 o
0.000000% 0.000000%

0 0
0.000000% 0.000000%

0 0
0.000000% 0.000000%

0 29,303,882
0.000000% 86.339812%
12,542,420 90,575,563
9.641506% 69.626507%

1 ,940,005
0. 164110%

0
0.000000%

0
0.000000%

0
0.000000%

169,902
0.525379%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

B15,452
0.473105%
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SOUTHWEST GAS CORPORATION
ARIZONA

DEVELOPMENT OF ALLOCATION FACTORS
TEST YEAR ENDING

APRIL 30, 2007

Lin e
No .

Allocation
Factor No.

(b)
1

Description

(a)
CP Monthly Demand

1 0.000000%

2 NCP Demand
2 0.000000%

3 Throughput

Multi-Familv Residential
Demand Customer Commodity

(g) (h) (i)
1,309,479
1 .105462% 0.000000%
1,309,479
1.078473%

0
0.000000%

0.000000%
7,060,702
1 .083287%3

4 Customers
4

5 Customers With Mains

0.000000%
0

0.000000%

0.000000%
0

0.000000%5

e Meters for Customers
6 0.000000% 0.000000%

7 Service Lines for Customers
7

8 Res., MMMHP & Small, Medium GS
8

9 Service Establishment Charges
g

10 Extra
10

11 Extra
11

12 IndustrialMeas. & Reg.
12

13 Weighted Customers forMeter Reading
13

14 Extra
14

15 Extra

Total

(c)
118,455,410

100.0000%
121 .419,174

100.0000%
651 ,784,739

100.0000%
959,083

100.0000%
959,083

100.0000%
1,122,135
100.0000%
1 ,072,625
100.0000%

950,479
100.0000%
34,611 ,268
100.0000%

0
0.0000%

0
0.0000%

7,311
100.0000%
1,010,689
100.0000%

0
0.000D%

0
0.0000%

0.000000%

0.0000003°

0.000000

0.000000?k

0.0000008>

0.0000008>

090000086

0.000000;>

0000000;6

0.000000%
33,153

3.457730%
33,163

3.457730%
30,927

2.756100%
16,409

1.529804%
33,163

3.489031 %
1,160,688
3.353496%

0
0.000000%

0
0.000000%

0
0.000000%

11 ,458
1.133719%

0
0.000000%

0
0.000000%

0.000000%

0.000000;,

0.000000?k

000000086

00000002/.

0.0000008/»

0.000000S/,

000000030

0.000000;»15

16
Internally Generated Allocation Factors
Net Production, Transmission, & Distribution Plant

1.1

17 Distribution Mains
2.2

18 DistributionServices
3.3

19 Distrlbutlon Mains & Services
4.4

20 Allocable Distribution Operating Expenses

21
5.5

Allocable Distribution Maintenance Expenses
6.6

22 Transmission Operating Expense
1.7

23 Transmission Mains
8 .8

24 Transmission Maintenance Expense
9.9

25 Customer Accounting Expense
10.1

26 Total O& M Expense

20,288,568
1 .716258%
9,522,640
1.513202%
4,911,024
1.529804%
14,433,664
1.518810%

104,511
2.178524%

477,978
1 .599188%

0
0.000000%

0
0.000000%

0
0.000000%

453,989
1 _337616%
2,287,683
1 .758569%

45,988
0.003890%

0
0.000000%

0
0.000000%

0
0.000000%

4,028
0.012454%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

14.589
0.011215%11.2

1,182,139,980
100.0000%

829,304,144
100.0000%

321,023,126
100.0000%

950,327,271
100.0000%
32,338,902
100.0000%
29,888,822
100.0000%

0
0.0000%

0
0.0000%

0
0.0000%

33,940,174
100.0000%

130,087,761
100.0000%

4,116,035
0.348185%
3,912,258
0.621680%

0
0.000000%
3,912,258
0.411675%

64,059
0.198087%

110,513
0.369748%

0
0.000000%

0
0.000000%

0

0.000000%
0

0.000000%
234,698

0.180415%
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SOUTHWEST GAS CORPORATION
ARIZONA

DEVELOPMENT OF ALLOCATION FACTORS
TEST YEAR ENDING

APRIL to, 2007

Lin e
No .

Allocation
Factor No.

(b)
1

Description

(a)
CP Monthly Demand

NCP Demand

1

2
2

3

MMMHP Gas Service
Demand Customer Commodity

(D (k) w
492,482

0.415753% 0.000000% 0.000000%
492,482

0.405603% 0.000000% 0.000000%
2,223,993

0.000000% 0.341216%3

4

Throughput

Customers
4

5 Customerswith Mains

0.000000%
0

0.000000%

0.000000%
0

0.000000%5

6 Meters for Customers
6 0.000000% 0.000000%

7 Sewioe Lines for Customers
7

8
8

g

Res., MMMHP & Small, Medium GS

Service Establishment Charges
9

10 Extra
10

11 Extra
11

12
12

13

Industrial Meas. & Reg.

Weighted Customers for Meter Reading

Extra

18

14
14

15 Extra

0.000000%

000000026

0.000000;

0.0000003°

00000009/»

0.000000(;o

0.0000008u

0.0000008/>

0.000000;,

0.000000%
164

0.017100%
164

0.017100%
525

0.046771 %
859

0.080050%
164

0.017254%
9,840

0.028430%
0

0.000000%
0

0.000000%
0

0.000000%
513

0.050783%
0

0.000000%
0

0.000000%

0.000000%

09000002/u

0.000000;»

0.000000;,

0.000000

0.000000;,

0100000031

0.000000;.

0.0000002/°15

Total

(c)
118,455,410

100.0000%
121 .419,774

100.0000%
651 ,784,739

100.0000%
959,063

100.0000%
959,083

100.0000%
1,122. 135

100.0000%
1.072.625
100.0000%

950,479
100,0000%
34,611,268
100.0000%

0
0.0000%

0
0.0000%

7,311
100.0000%
1,010,689
100.0000%

0
0.0000%

0
0.0000%

16

Internally Generated Allocation Factors
Net Production, Transmission, & Distribution Plant

1.1
17 Distribution Mains

2.2

18 Distribution Services
3.3

19 Distribution Mains & Services
4.4

20

21

Allocable Distribution Operating Expenses
5.5

Allocable Distribution Maintenance Expenses
6.6

22 Transmission Operating Expense

Transmission Mains

7_7

23
8.8

24 Transmission Maintenance Expense
9.9

25 Customer Acoounting Expense
10.1

28 Total O & M Expense

1,182,139,980
100.0000%

629,304,144
100.0000%

321,023,128

100.0000%
950,327,271

100.0000%
32,338,902
100.0000%
29,888,822
100.0000%

0
0.0000%

0
0.0000%

0
0.0000%

33,940,174
100.0000%

130,087,761
100.0000%

1,548,000
0.130949%
1,471,361
0.233808%

0
0.000000%
1,471,361
0.154827%

24,092
0.074498%

41,563
0.139058%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

88,287
0.0G7852%

398,038
0.033671%

47,093
0.007483%

256,978
0.080050%

304,071
0.03199G%

12,218
0.037782%

10,392
0.034769%

0
0.000000%

0
0.000000%

0
0.000000%

16,233
0.047828%

51 ,915
0.039908%

14,485
0.001225%

0
0.000000%

0
0.000000%

0
0.000000%

1 ,269
0.003923%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

4,595
0.003533%11.2



SCHEDULE G-7
SHEET 4 OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

DEVELOPMENT OF ALLOCATION FACTORS
TEST YEAR ENDING

APRIL 30. 2007

Line
No.

Allocation
Factor No.

(b)
1

Description

(3)
CP Monthly Demand

1 0.000000%

2 NCP Demand
2 0.000000%

3 Throughput

Small General Gas Service
Demand Customer Commodity

(M) (n) (0)
1 ,368,526

1 .155309% 0,000000%
1,368,526
1 .127103% 0.000000%

5,020,754
0.000000% 0.770309%3

4 Customers
4

5 Customers With Mains

0.000000%
0

0.000000%

0.000000%
0

0.000000%5

6 Meters forCustomers
6 0.000000% 0.000000%

7 Service Lines for Customers
7

8 Res., MMMHP & Small, Medium GS
8

9 Service Establishment Charges
g

10 Extra
10

11 Extra
11

12 Industrial Meas.&Reg.
12

13 Weighted Customers for Meter Reading
13

14 Extra
14

15 Extra

Total

(c)
118,455.410

100.0000%
121 ,419,774

100.0000%
651,784,739

100.0000%
959,083

100.0000%
959,083

1D0.0D00%
1 ,122,1 as
100.0000%
1 ,072,625
100.0000%

950,479
100.0000%
34,611 ,268
100.0000%

0
0.0000%

0
0.0000%

7,311
100.0000%
1 .010,689
100.0000%

0
0.0000%

0
0.0000%

0.000000%

000000031

0.0000008{»

0.0000008{>

000000026

0.0000008>

0.00000080

0.0000003>

09000009/a

0.000000%
16,817

1 .753454%
16,817

1 .753454%
26,855

2.394098%
20,162

1 .879671 %
18,817

1 .769328%
1 ,009,025
2.915308%

0
0.000000%

0
0.000000%

0
0.000000%

36.758
3.636912%

0
0.000000%

0
0.000000%

0.000000%

0.0009008,

09000002/a

0.00)0003,

()_000000?/,

0.000000?/1

090000086

0.00D0003:

00000003115

16
Internally Generated Allocation Factors
Net Production, Transmission, & Distribution plant

1.1
17 Distribution Mains

2.2

18 DistributionServices
3.3

19 Distribution Mains & Sewlces
4.4

20 Allocable Distribution Operating Expenses

21
5.5

Allocable Distribution Maintenance Expenses
6.6

22 Transmission Operating Expense
7_7

23 Transmission Mains
8.8

24 Transmission Maintenance Expense
9.9

25 Customer Accounting Expense
10.1

26 Total o & M Expense

1,182,139,980
100.0000%

629,304,144
100.0000%

321 ,023, 126
100.0000%

950,327,271
100.0000%
32,338,902
100.0000%
29,888,822
100.0000%

0
0.0000%

0
0.0000%

0
0.0000%

33,940,174
100.0000%

130,087,761
100.0000%

4,301 ,635
0.363885%
4,088,669
0.649713%

0
0.000000%
4,088,669
0.430238%

66,948
0.207019%

115.49e
0.386420%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

245,281
0. 188550%

15,787,025
1 .335462%
41829,040
0.767362%
6,034,177
1 .879671 %
10,863,217
1 .143103%

511,371
1.785377%

374,801
1 .253982%

0
0.000000%

0
0.000000%

0
0.000000%
1 ,178.290
3.471667%
2,806,465
2.157363%

32,701
0.002768%

0
D.000000%

0
0.000000%

0
0.000000%

z,8s4
0.00B856%

0
0.000000%

0
0.000000%

0
0_000000%

0
0.0000D0%

0
0.000000%

10,374
0.007975%11.2



SCHEDULE G-7
SHEET 5 OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

DEVELOPMENT OF ALLOCATION FACTORS
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Allocation
Factor No.

(b)
1

Description

(a)
CP Monthly Demand

1

2 NCP  De m a nd
2

3 Throughput

Medium General Gas Service
Demand Customer Commodity

(C) (d) (e)
7,463,908
8.301028% 0.000000% 0.000000%
7,463,908

6.147193% 0.000000% 0.000000%
45,530,269

0.000000% 6.985476%3

4 Customers
4

5 Customers With Mains

0.000000%
0

0.000D00%

0.000000%
0

0.000000%5

6 Meters for Customers
6 0,000000% 0.000000%

7 Sewlce Lines for Customers
7 0.000000%

8 Res., MMMHP & Small, Medium GS
8

9 Service Establishment Charges
9

10 Extra
lo

11 Extra
11

12 Industrial Meas.&Reg.
12

13 Weighted Customers forMeter Reading
13

14 Extra
14

15 Extra

Tota l

(c )
118,455.410

100.0000%
121 .419,774

100.0000%
651 ,784,739

100.0000%
959,083

100.0000%
959.083

100.0000%
1 ,122,135

100.0000%
1 .072.625
100.0000%

950,479
100.0000%
34.611 ,268
100.0000%

0
0.0000%

0

0.0000%
7,311

10D.0000%
1 ,010,689
100.0000%

0
0.0000%

0
0.0000%

0.000000%

0.000000?/.

0.000000;,

0.000000;.

0_000000;»

0.000000;.

0.0000002/,

0.00000024

0.0000008/,

0.000000%
16,149

1.883813%
15,149

1 .683813%
88,972

6.146470%
80,505

7.505421%
18,149

1.699056%
968,950

2.799522%
0

0.000000%
0

0.000000%
0

0.000000%
57,B75

5.726294%
0

0.000000%
0

0.000000%

0.000000%

0.0000008>

0.000000

0.000000£

0.000000;»

0.0000008,

0.000000;>

0.00000084,15

16

InternallyGenerated AllocationFactors
Net Production, Transmission,& DlstributionPlant

1.1

17 Dlstrlbution Mains
2.2

18 DistributionServices
3.3

19 DistributionMains & Services
4.4

20 Allocable Distribution Operating Expenses

21

5.5
Allocable Distribution Maintenance Expenses

6.6

1,182,139,980
100.0000%

629,304,144
100.0000%

321 ,023,126
100.0000%

950,327,271
100,0000%
32,338,902
100.0000%
29,888,822
100.0000%

22 Transmission Operatlng Expense
7.7

23 Transmission Mains
8.8

24 TransmissionMaintenanoe Expense
9.9

25 Customer Accounting Expense
10.1

26 Total o & M Expense

0
0.0000%

0
0.0000%

0
0,0000%

33,940,174
100.0000%

130,087,761
100.0000%

23,461,013
1 .9B4622%
22,299,503
3.543518%

0
0.000000%
22,299,503
2.34B508%

365,131
1.129077%

629,915
2.107527%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%
1,337,754
1.028348%

41,007,147
3.46B891%
4,637,247
0.736885%
24,094,138
7.505421%
28,731,385
3.023315%
1 ,461 ,142

4.518217%
1 ,016,899
3.402271%

0
0.000000%

0
0.000000%

0
0.000000%
1 ,823, 140
5.371628%
5,817,246
4.471785%

296,549
0.025086%

0
0.000000%

0
0.000000%

0
0.00D000%

25,971
0.080309%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

94,078
0.072319%11.2



SCHEDULE G-7
SHEET 6 OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

DEVELOPMENT OF ALLOCATION FACTORS
TEST YEAR ENDING

APRIL 30. 2007

Line
No.

Allocation
Factor No.

(b)
1

Description

(a)
CP Monthly Demand

1

2 NCP Demand
2

3 Throughput

Lame General Gas Service
Demand Customer Commodity

(f) (g) (h)
20,388,726

17.212153% 0.000000% 0.000000%
20,388,726
16.791932% 0.000000% 0.000000%

149,222,854
0.000000% 22.894499%3

4 Customers
4

5 Customers Wlth Mains

0.000000%
0

0.000000%

0.000000%
0

0.000000%5

6 Meters for Customers
6 0.000000% 0.000000%

7 Service Linesfor Customers
7 0.000000%

0.000000%
1,126

0.742984%
7,126

0.742984%
79,618

7.095204%
60,714

5.660279% 0.000000%

8 Res., MMMHP & Small, Medium GS
8

g Service Establishment Charges
9

10 Extra
10

11 Extra
11

12 Industrial Meas. & Reg.
12

13 WeightedCustomers for Meter Reading
13

14 Extra
14

15 Extra

Total

(C)
118,455,410

100.0000%
121 ,419,774

100.0000%
651 ,784,l/39

100.0000%
959,083

100.0000%
959,083

100.0000%
1 ,122,135
100.0000%
1 ,072,625
100.0000%

950,479

100.0000%
34,611 ,268
100.0000%

0
0.0000%

0
0.0000%

7,311
100.0000%
1 .010,689
100.0000%

0
0.0000%

0
0.0000%

0.000000%

0.000000=

0.000000

0.000000;

0.000000;,

0,000000;>

0.0000003¢

00000008>

0.000000%
421,550

1 .235291 %
0

0.000000%
0

0.000000%
7, 126

97.467287%
31 ,085

3.075614%
0

0.000000%
0

0.000000%

0.000000%

0 0 0 0 0 0 0 1

090000086

0.0000003o

0000000

Q_0000002{,

0.000000";o

09000003615

16
Internally Generated Allocation Factors
Net Production, Transmission, & Distribution Plant

1.1
17 Distribution Mains

2.2

18 DistributionServioes
3.3

19 Distribution Mains 8. Services
4.4

20 Allocable Distribution Operating Expenses

21
5_5

Allocable Distribution Maintenance Expenses
6.6

22 TransmissionOperating Expense
7.7

23 Transmission Mains
8.8

24 Transmission Maintenance Expense
9.9

25 Customer Accounting Expense
10.1

26 Total O & M Expense

64,087,094
5.421278%
60,914,264
9.679622%

0
0.000000%
60,914,264
6.409820%

997,467
3.084233%
1 ,720,702
5.757010%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%
3,654,266
2.809078%

34,231,895
2.895756%
2,046,189
0.325151%
184170,806
5.660279%
20,216,995
2.12l/372%
1,513,823
4.681121%

777,106
2.599988%

0
0_000000%

0
0.000000%

0
0.000000%

974,409
2.870961%
4,642,214
3.568525%

971 ,921
0.082217%

0
0.000000%

0
0.000000%

0
0.000000%

85,119
0.263209%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

308.335
0.237020%11.2

1,182,139,980
100.0000%

629,304,144
100.0000%

321 ,02a,1 ze
100.0000%

950,327,271
100.0000%
32,338,902
100.0000%

29,888,822
100.0000%

0
0.0000%

0
0.0000%

0
0.0000%

33,940,174
100.0000%

130,087,751
100.0000%



SCHEDULE G-7
SHEET 7 OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

DEVELOPMENT OF ALLOCATION FACTORS
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Allocation
Factor No.

(b)
1

Description

(a)
CP Monthly Demand

1

2 NCP Demand
2

3 Throughput

Transportation Eligible Service
Demand Customer Commodity

(i) 0) (k)
14,014,497
11 _831032% 0.000000% 0.000000%
14,014,497
11 .542187% 0.000000% 0.000000%

99,526,400
0.000000% 15.269827%3

4 Customers
4

5 Customers with Mains

0.000000%
0

0.000000%

0.000000%
0

0.000000%5

e Meters for Customers
8 0.000000% 0.000000%

7 Service Lines for Customers
7 0.000000%

0.000000%
185

0.019307%
185

0.019307%
17,179

1.530930%
3,673

0.342431% 0.000000%

8 Res., MMMHP & Small, Medium GS
8

g Service Establishment Charges
9

10 Extra
10

11 Extra
11

12
12

13

Industrial Meas. 8= Reg.

Weighted Customers for Meter Reading
13

14 Extra
14

15 Extra

Total

(c)
118,455,410

100.0000%
121 ,419,774

100.0000%
651 ,784,739

100.0000%
959,083

100.0000%
959,083

100.0000%
1.122,135
100.0000%
1 ,072,625
100.0000%

950,479
100.0000%
a4,s11 ,268
100.0000%

0
0.0000%

0
0.0000%

7,311
100.0000%
1 ,010,689
100.0000%

0
0.0000%

0
0.0000%

0.000000%

0000000341

Q_000000;,

0.000000;,

0.000000;»

0.0000003,

0.000000;»

00000002/1

0.000000%
11 .110

0.032099%
0

0.000000%
0

0.000000%
185

2.532713%
1 ,363

0.1 a4854%
0

0.000000%
0

0.000000%

0.000000%

0.000000;,

090000086

0.0000001,

0.0000008

000000026

0.0000008s

0.0000002/o15

16
Internally Generated Allocation Factors
Net Production, Transmission. a Distribution Plant

1.1
17 Distribution Mains

2.2

18 Distribution Services
3.3

19 Distribution Mains&Services
4.4

20 Allocable Distribution Operating Expenses

21
5_5

Allocable Distribution Maintenanoe Expenses
6.6

22 Transmission Operating Expense
7.7

23 Transmission Mains
8.8

24 Transmission Maintenance Expense
9.9

25 Customer Accounting Expense
10.1

26 Total o & M Expense

1,182,139,980
100.0000%

629,304,144
100.0000%

321 ,023,126
100.0000%

950,327,271
100.0000%
32,338,902
100.0000%
29,888,822
100.0000%

0
0.0000%

0
0.0000%

0
0.0000%

33,940,174
100.0000%

130,087,761
100.0000%

44,051,226
3.726397%
41,870,334
6.653434%

0
0.000000%
41,870,334
4.405886%

685,583
2.119994%
1 ,182.751
3.957167%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%
2,511 ,815
1.930862%

4,158,161
0.351749%

53,171
0.008449%
1 ,099,282
0.342431%
1 ,152,452
0.121269%

285,544
0.882975%

67,770
0.226739%

0
0.000000%

0
0.000000%

0
0.000000%

42,329
0.124716%

621 ,082
0.477433%

648,237
0.054836%

0
0.000000%

0
0.000000%

0
0.000000%

56,771
0.175551%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

205,648
0.158084%11.2



SCHEDULE G-7
SHEET 8 OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

DEVELOPMENT OF ALLOCATION FACTORS
TEST YEAR ENDING

APRIL 30, 2007

Lin e
No .

Allocation
Factor No.

(b)
1

Description

(a)
CP Monthly Demand

1

2 NCP Demand
2

3 Throughput

Air-Conditionina Gas Service
Demand Customer Commodity

(C) (d) (e)
50,328

0.042487% 0.000000% 0.000000%
175,550

0. 144581 % 0.000000% 0.000000%
1,118,252

0.000000% 0.171568%a

4 Customers
4

5 Customers With Mains

0.000000%
0

0.000000%

0.000000%
0

0.000000%5

G Meters for Customers
6 0.000000% 0.000000%

7 Service Lines for Customers
7 0.000000%

0.000000%
27

0.002763%
27

0.002763%
49

0.004335%
37

0.00343B% 0.000000%

8 Res., MMMHP & Small, Medium GS
8

9 Service Establishment Charges
9

10 Extra
10

11 Extra
11

12 Industrial Meas. & Reg.
12

13 Weighted Customers for Meter Reading
13

14 Extra
14

15 Extra

Total

(c)
118,455.410

100.0000%
121 .419,774

100.0000%
651 ,784,739

100.0000%
959,088

100.0000%
959,083

100.0000%
1,122,135
100.0000°/>
1,072,625
100.0000%

950,479
100.0000%

34,611,268
100.0000%

0
0.0000%

0
0.0000%

7,311
100.0000%
1 ,010,689

100.0000%
0

0_0000%
0

0.0000%

0.000000%

0.0000003>

0.000000;.

0.000000;>

0.0000002/°

0.000000;»

0.000000;.

0.0000003/.

0.000000%
1 ,590

0.004594%
0

0.000000%
0

0.000000%
0

0.000000%
25

0.002424%
0

0.000000%
0

0.000000%

0.000000%

0.0000008>

0,0000002/,

0.0000003,

0 0 0 0 0 0 0 1

0.000000

00000009/,

0.000000;,15

16
Internally Generated Allocation Factors
Net Production, Transmission, & Distribution Plant

1.1
17 Distribution Mains

2.2

18 Distribution Semices
3.3

19 Distribution Mains & Services
4.4

20 Allocable Distribution Operating Expenses

21
5.5

Allocable Distribution Maintenance Expenses

6.6
22 Transmission Operating Expense

7.7

23 Transmission Mains
8.8

24 Transmission Maintenance Expense
9.9

25 Customer Accounting Expense
10.1

26 Total O & M Expense

27.502
0.002326%

7,609
0.001209%

11 ,030
0.003438%

18.639
0.001961 %

1 ,028
0.003180%

650
0.002176%

o
0.000000%

0
0.000000%

0
0.000000%

833
0.002454%

3,489
0.002682%

1,2aa
0.000S16%

0
0.000D00%

0
0.000000%

0
0.000000%

538
0.001972%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

2,311
0.001776%11.2

1,182,139,980
100.0000%

629,304,144
100.0000%

321,023,126
100.0000%

950,327,271
100.0000%
32,338,902
100.0000%

29,888,822
100.0000%

o
0.0000%

0
0.0000%

0
0.0000%

33,940,174
100.0000%

130,087,761
100.0000%

158,194
0.013382%

150.362
0.023893%

0
0.000000%

150,362
0.015822%

2,462
0.007613%

4,247
0.014211%

o
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

9,020
0.006934%



SCHEDULE G-7
SHEET 9 OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

DEVELOPMENT OF ALLOCATION FACTORS
TEST YEAR ENDING

APRIL30, 2007

Line
No.

Allocation
Factor No.

(b)

QNG - Small
Customer

(Q)

Commodity

(h)

1

Description

(a)
CP Monthly Demand

NCP Demand

1 0.000000% 0.000000%

2
2

Demand

(f)
12.889

0.010881 %
18,345

0.015109% 0.000000%

3

0.000000%
177,495

0.027232%3 0.000000%

4

Throughput!

Customers
4

5 Customers With Mains

0.000000%
0

0.000000%

0.000000%
0

0.000000%5

6 Meters for Customers
6 0.000000% 0.000000%

7 Service Lines for Customers
7 0.000000%

0.000000%
21

0.002190%
21

0.002190%
23

0.002043%
36

0.003379% 0.000000%

8 Res., MMMHP & Small, Medium GS
8

g Service Establishment Charges
g

10 Extra
10

11 Extra
11

12
12

13

Industrial Meas. & Reg.

Weighted Customers for Meter Reading

Extra

13

14
14

15 Extra

Tota l

(c )
118,455,410

100.0000%
121 .419,774

100.0000%
651184,739

100.0000%
959,083

100.0000%
959.083

100.0000%
1,122.135
100_0000°/,
1 ,072,625
100.0000%

950,479
100.0000%
34,611 ,268
100.0000%

0
0.0G00%

0
0.0000%

7.311
100.0000%
1 .010,689
100.0000%

0
0.0000%

0
0.0000%

0.000000%

0100000088

0.0000002{>

0.000000;.

0.0000008,

0.000000;o

00000009/0

0.0004100341

0.000000%
1,260

0.00ae40%
0

0.000000%
0

0.000000%
0

0.000000%
71

0.007023%
0

0.000000%
0

0.000000%

0.000000%

0.000000;,

00000003/a

0.0000002/.

0.000000;,

0.0011500030

0.0000003/,

0.0000008615

16
Internally Generated Allocation Factors
Net Production, Transmission, & Distribution Plant

1.1

17 Distribution Mains
2.2

18 Distribution Services
3.3

19 Distribution Mains & Services
4.4

20

21

Allocable Distribution Operating Expenses

5.5
Allocable Distribution Maintenance Expenses

6.6
22 Transmission Operating Expense

Transmission Mains

7.7

23
8.8

24 Transmission Maintenance Expense
9.9

25 Customer Accounting Expense
10.1

26 Total o & M Expense

1,182,139,980
100.0000%

629,304,144
100.0000%

321,023,126
100.0000%

950,327,271
100.0000%
32,338,902

100.0000%
29,888,822
100_0000%

0
0.0000%

0
0.0000%

0
0.0000%

33,940,174

100.0000%
130,087,761

100.0000%

40.513
0.003427%

38,508
0.006119%

0
0.000000%

38.508
0.004052%

631
0.001950%

1 ,088
0.003639%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

2,310
0.001776%

21 ,1 se
0.001791%

6.030
0.000958%

10,847
0.003379%

16,877
0.001776%

594
0.001837%

553
0.001850%

0
0.000000%

0
0.000000%

0
0.000000%

2,240
0.006599%

4,284
0.003293%

1,156
0.000098%

o
0.000000%

0
0.000000%

0
0.000000%

101
0.000313%

0
0.000000%

0
0.000000%

0
0.000000%

0

0.000000%
0

0.000000%
367

0.000282%11.2



SCHEDULE G-7
SHEET 10 OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

DEVELOPMENT OF ALLOCATION FACTORS
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Allocation
Factor No.

(b)

CNG - Large
Customer

0)

Commodity

(k)

1

Description

(a)
CP Monthly Demand

1 0.000000% 0.000000%

2 NCP Demand
2

Demand

(i)
151 ,064

0. 12752B%
202,347

0.166551 % 0.000000%

3 Throughput

0.000000%
2,060,152
0.316079%3 0.000000%

4 Customers
4

5 Customers With Mains

0.000000%

0
0.000000%

0.000000%
0

0.000000%5

6 Meters for Customers
6 0.000000% 0.000000%

7 Service Lines for Customers
7 0.000000%

0.000000%
24

0.002502%
24

0.002502%
702

0.062524%
295

0.027503% 0.000000%

8 Res., MMMHP & Small, Medium GS
8

g Service Establishment Charges
g

10 Extra
10

11 Extra
11

12 IndustrialMeas. & Reg.
12

13 Weighted Customers for Meter Reading
13

14 Extra
14

15 Extra

Tota l

(c )
118,455,410

100.0000%
121 ,419,774

100.0000%
651 ,784,739

100.0000%
959,083

100.0000%
959,083

100.0000%
1 ,122, 135
100.0000%
1 ,072,625
100.0000%

950,479
100.0000%
34,611 ,268
100.0000%

0
0.0000%

0
0.0000%

7,311
100.0000%
1 ,010,689
100.0000%

0
0.0000%

0
0.0000%

0.000000%

0_0000003.»

0.000000

990000036

0.0000003o

0.0000008>

0.0000003,

0.000000»

0.000000%
1 ,440

0.004160%
0

0.000000%
0

0.000000%
0

0.000000%
1 6 2

0.016052%
0

0.000000%
0

0.000000%

0.000000%

0.0000008h

0.0000003n

0.000000;,

0.000000;»

00000009/¢

0.000000(3A1

0.0000002/,15

16
Internally Generated Allocation Factors
Net Production, Transmission, & Distribution plant

1.1
17 Distribution Mains

2.2

18 DistributionServices
3.3

19 DistributionMains& Services
4.4

20

21

AllocableDistribution OperatingExpenses
5.5

Allocable DistributionMaintenance Expenses
6.6

22 Transmission Operating Expense
7_7

23 Transmission Mains
8.8

24 Transmission Maintenance Expense
9.9

25 Customer Accounting Expense
10.1

26 Tota l O & M Expe ns e

1,182,139,980
100.0000%

629,304,144

100.0000%
321 ,023,126

100.0000%
950,327,271

100.0000%
32,338,902
100.0000%
29,888,822
100.0000%

0
0.0000%

0
0.0000%

0
0.0000%

33,940,174
100.0000%

130,087,781
100.0000%

474,834
0.040167%

451,328
0.071718%

0
0.000000%

451 ,326
0.04l/492%

7 ,390
0.022852%

12,749
0.042655%

0
0.000000%

0
0.000000%

0
0.000000%

o
0.000000%

27,075
0.020813%

218,161
0.018455%

6,892
0.001095%

88,292
0.027503%

95,184
0.01001G%

12,273
0.037952%

4.259
0.014284%

0
0.000000%

0
0.000000%

0
0.000000%

5,045
0.014B64%

32,008
0.024605%

13,418
0.001135%

0
0.000000%

0
0.000000%

0
0.000000%

1 ,175
0 .0 0 3 6 M%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

4 ,2 5 1
0.003272%11.2



SCHEDULE G-7
SHEET 11 OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

DEVELOPMENT OF ALLOCATION FACTORS
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Allocation
Factor No.

(b)
1

Description

(a)
CP Monthly Demand

1

2 NCP Demand
2

3 Throughput

CNG - Residential
Demand Customer Commodity

(I) (m) (n)
5,981

0.005049% 0.000000% 0.000000%
6,936

0.005712% 0.000000% 0.000000%
77,361

0.000000% 0.011869%3

4 Customers
4

5 Customers with Mains

0.000000%

0
0.000000%

0.D00000%
0

0.000000%5

6 Meters for Customers
5 0.000000% 0.000000%

7 Service Lines for Customers
7 0.000000%

0.000000%
106

0.011052%
106

0.011052%
88

0.007882%
106

0.009872% 0.000000%

8 Res., MMMHP& Small, Medium GS
8

9 Service Establishment Charges
9

10 Extra
10

11 Extra
11

12 Industrial Meas. & Reg.
12

13 Weighted Customers forMeter Reading
13

14 Extra
14

15 Extra

Total

(c)
118,455.410

100.0000%
121 ,419,774

100.0000%
651,784,739

100.0000%
959,083

100.0000%
959,083

100.0000%
1 ,122,135
100.0000%
1 ,072,625
100.0000%

950,479
100.0000%
34,611,268
100.0000%

0
0.0000%

0
0.0000%

7,311
100.0000%
1,010,689
100.0000%

0
0.0000%

0
0.0000%

0.000000%

09000002/1

0.0000003,

0.000000

0.000000;.

000000086

0_0000008,

0.0000002/>

0.000000%
6,360

0.018376%
0

0.000000%
0

0.00000D%
0

0.000000%
106

0.010488%
0

0.000000%
0

0.000000%

0.000000%

0000000

0000000

0000000

0.000000;»

000000030

0.000000;,

00000002/.15

16
Internally Generated Allocation Factors
Net Production, Transmission, & Distribution Plant

1.1
17 Distribution Mains

2.2

18 Distribution Services
3.3

19 Distribution Mains & Services
4.4

20 Allocable Distribution Operating Expenses

21
5.5

Allocable DistributionMaintenance Expenses

G.6
22 Transmission OperatingExpense

7.7

23 Transmission Mains
8.8

24 TransmissionMaintenanceExpense
9.9

25 Customer Accounting Expense
10.1

26 Total O & M Expense

18,800
0.001590%

17,869
0.002840%

0
0.000000%

17,869
0.001880%

293
0.000905%

505
0.001889%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

1 ,072
0.000824%

79,023
0.006G85%

30,438
0.004837%

31.691
0.009872%

62,129
0.006538%

2,284
0.007064%

2,013
0.006737%

o
0.000000%

0
0.000000%

0
0.000000%

s,s76
0.010537%

10.414
0.008006%

504
0.000043%

0
0.000000%

0
0.000000%

0
0.000000%

44

0.000136%
0

0.000000%
0

0.000000%
0

0.000000%
0

0.000000%
0

0.000000%
160

0.000123%11.2

1,182,139,980
100.0000%

629,304,144
100,0000%

321 ,023,126
100.0000%

950,327,271
100.0000%
32,338,902
100.0000%
29,888,822
100.0000%

0
0.0000%

D
0.0000%

0
0.0000%

33,940,174
100.0000%

130,087,781
100.0000%



SCHEDULE G-7
SHEET 12 OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

DEVELOPMENT OF ALLOCATION FACTORS
TEST YEAR ENDING

APRIL30, 2007

Line
No.

Allocation
Factor No.

(b)
1

Description

(a)
CP Monthly Demand

1

2 NCP  De m a nd
2

3 Throughput

Electric Generation Gas Service
Demand Customer Commodity

(c) (fl) (e)
1,262,860
1 .066106% 0.000000% 0.000000%
2,613,148
2.152160% 0.000000% 0.000000%

21 ,521 ,946
0.000000% 3.302002%a

4 Customers
4

5 CustomersWith Mains

0.000000%
0

0.000000%

0.000000%
0

0.000000%5

6 Meters for Customers
6 0.000000% 0.000000%

7 Service Lines for Customers
7 0.000000%

0.000000%
21

0.002190°/>
21

0.002190%
973

0.086677%
167

0.015541 % 0.000000%

8 Res., MMMHP & Small, Medium GS
8

9 Service Establishment Charges
g

10 Extra
10

11 Extra
11

12 Industrial Meas.&Reg.
12

13 Weighted Customers for Meter Reading
13

14 Extra
14

15 Extra

Total

(c)
118.455,410

100.0000%
121 ,419,774

100.0000%
651 ,784,739

100.0000%
959,083

100.0000%
959,083

100.0000%
1,122,135

100.0000%
1 ,072,625
100.0000%

950,479
100.0000%
M511 ,268
100.0000%

0
0.0000%

0

0.0000%
7,311

100.0000%
1 .010,889

100.0000%
0

0.0000%
0

0.0000%

0.000000%

000000084

0.0000002/,

0_0000008,

0.000000;.

0.0000003,»

0.000000;.

0.0000002/0

0.000000%
1,260

0.003640%
0

0.000000%
0

0.000000%
0

0.000000%
142

0.014046%
0

0.000000%
0

0.000000%

0.000000%

0.0000008{1

0.00000086

0.000000;o

010000008/»

0000000;»

0.000000.

0100000015

16

Internally Generated Allocation Factors
Net Production. Transmission, & Distribution Plant

1.1

17 Distribution Mains
2.2

18 Distribution Services
3.3

19 Distribution Mains& Services
4.4

20 Allocable Distribution Operating Expenses

21

5.5
Allocable Distribution Maintenance Expenses

6.6
22 Transmission Operating Expense

7.7

23 Transmission Mains
8.8

24 Transmisslon Maintenance Expense
9.9

25 Customer Accounting Expense
10.1

26 Total O & M Expense

1,182,139,980
100.0000%

829,304,144
100.0000%

321 ,023,128

100.0000%
950,327,271

100.0000%
32,338,902
100.0000%
29,888,822
100.0000°/o

0
0.0000%

0
0.0000%

0
0.0000%

33,940,174
100.0000%

130,087,761
100.0000%

3,969,499
0.335789%
3,772,977
0.599547%

0
0.000000%
3,712,977
0.397019%

61,779
0.191035%

106,579
0.356584%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

226,342
0.173992%

226,236
0.019138%

e,030
0.000958%

49,890
0.015541%

55,920
0.005884%

16,064
0_049674%

3,532
0.011816%

0
0.000000%

0
0.000000%

0
0.000000%

4.414
0.013006%

37,019
0.028457%

140,171
0.011858%

0
0.000000%

0

0.000000%
0

0.000000%
12,276

0.037962%
0

0.000000%
0

0.000000%
0

0.000000%
0

0.000000%
0

0.000000%
44,410

0.034185%11.2



SCHEDULE G-7
SHEET 13 OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

DEVELOPMENT OF ALLOCATION FACTORS
TEST YEAR ENDING

APRIL so, 2007

Line
No.

Allocation
Factor No.

(b)
1

Description

(a)
CP Monthly Demand

NCP Demand

1

2
2

3

Small Essential Air. User Gas Service
Demand Customer Commodity

(f) (g) (h)
1 ,319,589
1 .113996% 0.000000% 0.000000%
1,466,488
1 .207784% 0.000000% 0.000000%

7,214,684
0.000000% 1.106912%

Throughput

Customers

3

4
4

5 Customers With Mains

0.000000%
0

0.000000%

0.000000%
0

0.000000%5

e Meters for Customers
6 0.000000% 0.000000%

7 Service Lines for Customers
7 0.000000%

0.000000%
101

0.010566%
101

0.010566%
2,211

0.202357%
963

0.0a9826% 0.000000%

8
8

9

Res.. MMMHP & Small, Medium GS

Servioe Establishment Charges
9

10 Extra
10

11 Extra
11

12
12

13

Industrial Meas. & Reg.

Weighted Customers for Meter Reading

Extra

13

14
14

15 Extra

Tota l

(c )
118,455,410

100.0000%
121 ,419,774

100.0000%
651 ,784,739

100.0000%
959,083

100.0000%
959,083

100.0000%
1 ,122.1 as
100.0000%
1 ,072,625
100.0000%

950,479
100.0000%
34,611 ,268
100.0000%

0
0.0000%

0

0.0000%
7,311

100.0000%
1 ,010.689
100.0000%

0
0.0000%

0
0.0000%

0.000000%

0.000000

0.000000

0.000000?/o

0.0000008»

0.000000;,

0.000000

0_0000003,

0.000000%
6,080

0.017567%
0

0.000000%
0

0.000000%
0

0.000000%
1 ,845

0.182541%
0

0.000000%
0

0.000000%

0.000000%

0.0000008o

0.000000;>

0.00000086

0.0000003»

0.000000;»

04000003>

0.000000?/o15

16

InternallyGeneratedAllocation Factors
Net Production, Transmission, & Distribution Plant

1.1
17 Distribution Mains

2.2

18 Distribution Services
3.3

19 Distribution Mains & Services
4.4

20

21

Allocable Distribution Operating Expenses
5_5

Allocable Distribution Maintenance Expenses
6.6

1,182,139,980
100.0000%

629,304,144
100.0000%

321 ,023,128
100.0000%

950,327,271
100.0000%
32,338,902
100.0000%
29,888,822
100.0000%

22 Transmission Operating Expense

Transmisslon Mains

7.7

23
8.8

24 Transmission Maintenance Expense
9.9

25 Customer Accounting Expense
10.1

26 Total O & M Expense

0
0.0000%

0
0.0000%

0
0.0000%

33,940,174
100.0000%

130,087,761
100.0000%

4,147,813
0.350873%
3,942,463
0.626480%

0
0.000000%
3,942,463
0.414853%

64,554
0.199616%

111 ,366
0.372602%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

236,510
0.181808%

715,791
0.060550%

29,098
0.004624%

288,362
0.089826%

317,460
0.033405%

39,866
0.123274%

14,090
0.047141%

0
0.000000%

0
0.000000%

0
0.000000%

58,834
0.167452%

151 .841
0.116722%

46,991
0.003975%

0
0.000000%

0
0.000000%

0
0.000000%

4,115
0.012726%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

14,907
0.011460%11.2



SCHEDULE G-7
SHEET 14 OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

DEVELOPMENT OF ALLOCATION FACTORS
TEST YEAR ENDING

APRIL 30,2007

Line
No.

Allocation
Factor No.

(b)
1

Description

(a)
CP Monthly Demand

1

2 NCP Demand
2

3 Throughput

Natural Gas Engine GasService
Demand Customer Commodity

0) (i) (k)
626,158

0.528602% 0.00000D% 0.000000%
1,910,419
1 .573400% 0.000000% 0.000000%

13,070,981
0.000000% 2.005414%3

4 Customers
4

5 Customers with Mains

0.000000%
0

0.000000%

0.000000%
0

0.000000%5

e Meters for Customers
6 0.000000% 0.000000%

7 Service Lines for Customers
7 0.000000%

0.000000%
425

0.044357%
425

0.044357%
9,759

0.859669%
3,786

0.352940% 0.000000%

8 Res., MMMHP & Small, Medium GS
8

g Service Establishment Charges
9

10 Extra
10

11 Extra
11

12 Industrial Meas. & Reg.
12

13 Weighted Customers for Meter Reading
13

14 Extra
14

15 Extra

Total

(G)
118,455,410

100.0000%
121 ,419,774

100.0000%
651 ,784,739

100.0000%
959,083

100.0000%
959,083

100.0D00%
1,122,1 as
100.0000%
1 ,072,625
100.0000%

950,479
100.0000%
34,811 ,268
100.0000%

0
0.0000%

0
0.0000%

1,311
100.0000%
1 ,010,689
100.0000%

0
0.0000%

0
0.0000%

0.000000%

0.0000008s

0.0000003°

0.0000008.

0.000000;.

090000086

090000030

0.0000008

0.000000%
25,525

0.073748%
0

0.000000%
0

0.000000%
0

0.000000%
2,319

0.229468%
0

0.000000%
o

0.000000%

0.000000%

0.0000009/1

00000002/,

0.000000;°

().000000£;>

000000086

000000086

0.000000;,15

16
Internally Generated Allocation Factors
NetProduction, Transmission, & Distribution Plant

1.1
17 Distribution Mains

2.2

18 Dlstribution Services
3.3

19 Distribution Mains& Services
4.4

20 AllocableDistribution Operating Expenses

21
5.5

Allocable Distribution Maintenance Expenses
6.6

22 Transmlsslon Operating Expense
7.7

23 Transmission Mains

1,182,139,980
100.0000%

629,304,144
100.0000%

321,023,126
100.0000%

950,327,271
100.0000%
32,338,902
100.D000%
29,888,822
100.0000%

o
0.0000%

0
0.0000%8.8

24 Transmission Maintenance Expense
9.9

25 Customer Accounting Expense
10.1

26 Total O & M Expense

0
0.0000%

33,940,174
100.0000%

130,087,761
100.0000%

1,968,178
0.166493%
1,870,737
0.297271%

0
0.000000%
1,870,737
0.196852%

30,631
0.094720%

52,844
0.176803%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

112,226
0.086270%

2,966,946
0.250981%

122.159
0.019412%
1,133,019
0.352940%
1 ,255,118
0.132078%

169,974
0.525603%

57,119
0.191105%

0
0.000000%

0
0.000000%

0
0.000000%

72,370
0.213227%

443,976
0.341289%

85. 134
0.007202%

0
0.000000%

0
0.000000%

o
0.000000%

7,456
0.023055%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

27,008
0.020761%11.2



SCHEDULE G-7
SHEET 15 OF 15

SOUTHWEST GAS CORPORATION
ARIZONA

DEVELOPMENT OF ALLOCATION FACTORS
TEST YEAR ENDING

APRIL 30, 2007

Line
No.

Allocation
Factor No.

(b)

1

Description

(a)
CP Monthly Demand

NCP Demand

1

2
2

3

Street Lighting Gas Service
Demand Customer Commodity

0) (m) (n)
9,362

0.007903% 0.000000% 0.000000%
9,362

0.007710% 0.000000% 0.000000%
102,289

0.000000% 0.015694%
Throughput

Customers

3

4
4

5 Customers With Mains

0.000000%
0

0.000000%

0.000000%
0

0.000000%5

6 Meters for Customers
6 0.000000% 0.000000%

7 Service Lines for Customers
7 0.000000%

0.000000%
568

0.059223%
568

0.059223%
0

0.000000%
728

0.067903% 0.000000%

8
8

g

Res., MMMHP & Small. Medium GS

Service Establishment Charges
9

10 Extra
10

11 Extra
11

12
12

13

Industrial Meas. & Reg.

Weighted Customers for Meter Reading

Extra

13

14
14

15 Extra

Total

(G)
118,455,410

100.0000%
121 ,419,774

100.0000%
651 ,784,739

100.0000%
959,083

100.0000%
959,083

100.0000%
1,122,135

100.0000%
1 ,072,625

100.0000%
950,479

100.0000%
34,611 ,268
100.0000%

0
0.0000%

0
0.0000%

7,311
100.0000%
1 ,010.689
100.0000%

0
0.0000%

o
0.0000%

0.000000%

0_0000008>

0.0000008>

0.00000081

000000030

00000008,

00000008/0

030000030

0.000000%
34,080

0.098465%
0

0.000000%
0

0.000000%
0

0.000000%
27

0.002671 %
0

0.000000%
0

0.000000%

0.000000%

0.000000;»

000000031

0.000000;»

000000086

000000086

0.0000008/°

010000008615

16

Internally Generated Allocation Factors
Net Production, Transmission, & Distribution Plant

1.1
17 Distribution Mains

2.2

18 Dlstribution Services
3.3

19 Distribution Mains & Services
4.4

20

21

Allocable Distribution Operating Expenses
5.5

Allocable Distribution Maintenance Expenses
6.6

22 Transmission Operating Expense

Transmission Mains

7.1

23
8.8

24 Transmission Maintenance Expense
9.9

25 Customer Accounting Expense
10.1

26 Total o & M Expense

1,182,139,980
100.0000%

629,304, 144
100.0000%

321 ,023,126
100.0000%

950,327,271
100,0000%
32,338,902
100.0000%
29,888,822
100.0000%

o
0.0000%

0
0.0000%

0
0.0000%

33,940,174
100.0000%

130,087,751
100.0000%

29,427
0.002489%

27,970
0.004445%

0
0.000000%

27,970
0.002943%

458
0.001416%

790
0.002643%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

1 ,678
0.001290%

388,763
0.032886%

163.102
0.025918%

217,983
0.0B7903%

381 ,085
0.040100%

5,354
0.016556%

11 ,438
0.038269°/>

0
0.000000%

0
0.000000%

0
0.000000%

2,591
0.007633%

25,063
0.019267%

666
0.000056%

0
0.000000%

0
0.000000%

0
0.000000%

58
0.000180%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

0
0.000000%

211
0.000162%11.2
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SCHEDULE H-1
SHEET 1 OF 3

SOUTHWEST GAS CORPORATION
ARIZONA DNISION

SUMMARY OF REVENUES AT PRESENT AND PROPOSED RATES
FOR THE TWELVE MONTHS ENDED APRIL30, 2007

Line
No. Descrlotion

to)

Proposed
Schedule
Number

(b)

Revenues
Present Proposed

Rates [1] Rates [2]

(0) (d)

Increase/(Decrease)
Dollars Percent

(e) (f)

Line
No.

1

Sales Service
Residential Gas Service G-5 s 522,983,992 $ 562,696,282 $ 39,712,290 7.59% 1

2 Multi-Family Residential Gas Service G-6 12,732,540 12,925,127 192.587 1.51% 2

3 Low Income Residential Gas Service G-10 13,827,935 14,205,326 377,391 2.73% 3

4 Low Income Multi-Family Residential G-11 932,166 963,216 31 ,050 3.33% 4

5 Special Residential Gas Sewioe G-15 201,538 228,215 24,677 12.24% 5

e
Master Metered Mobile Home Park
Gas Service G-20 3,055,730 3,125,364 69,634 2.28% 6

G-25

1
8
9
10

General Gas Service
Small
Medium
Large
Transportation Eligible

12,523,176
88,520,230

191,013,943
108,820,458

18,509,001
69,301,266

194,731,910
110,552,881

985,825
2,781,036
3,717,967
1,732,413

7.87%
4.18%
195%
1 5 9 %

7
8
9
10

11 Optional Gas Servloe G-30 43,678,213 43,678,213 0 0.00% 11

12 Air Conditioning Gas Servioe G-40 1,119,115 1,126,421 6.712 0.60% 12

18 Street Lighting Gas Service G-45 150,721 166,370 15,649 10.38°/o 13

G-55

14
15
16

Gas Sewlce for Compression on
Cusp>mer's Premlses

Small
Large
Residential

2G1,097
2,315,698

97,240

202,047
2,343,998

101 ,598

950
28,302
4,358

0.47%
1.22%
4.48%

14
15
16

17 Electric Generation Gas Sewloe G-60 22,490,504 22,639,278 148,774 0.65% 17

18 Small Essential Agriculture User Gas Service G-75 14,879,470 15,054,978 175,508 1.18% 18

Natural Gas Englne Gas Service G~80 12,150,874 12,365,266 214,392 1.76% 19
20
21

19
20
21 Total Gas Sales $1 ,029,e95,248 $ 1,079,914,783 $ 59,219,515 4.88%

22 Special Contract sewica B-1 2,528,029 2,528,029 0 0.00% 22

23 12,261,805 12,261,805 0 0.00% 23

24

Other Operating Revenue

Total Arizona Revenue s 50,219,515 4.81% 24

\ 25
25

26

Total Requirement

OverI(Under) Requirement

$1 ,D44,485,083 s 1,094,704,598

$ 1.094.703,780

go 818 26

27
Low Income Residential Inducing Discount [3]

Low lnoome Residential Gas Service G-10 340.729 2.84% 27

28 Low Income Multi-Family Residential G-11

$ 12,009,932

828454

s 12,359,451 . s

855,050s 28596 3.46% 28

[1] Schedule H-2, Sheets 1-4, inducing estimated gas cost for transpiration customers.
[2] Schedule H-2, Sheets 5-9, including estimated gas cost for transportation customers.
[3] Revenue including low income benefit relleded on Schedule H-2, Sheets.



SCHEDULE H-1
SHEET 2 OF 3

SOUTHWEST GAS CORPORATION
ARIZONA DNISION

SUMMARY OF MARGIN AT PRESENT AND PROPOSED RATES
FOR THE TWELVE MONTHS ENDED APRIL 301 2001

Margin

Line
No. Description

(8)

Proposed
Schedule
Number

(b)

Present
Rates [1 I

(c)

Proposed
Rates [2]

(d)

Increased(Deerease)
Dollars Percent

(e) (f)

Llne
No.

1

Sales Service
Residential Gas Service G-5 s 252,170,209 $ 292,104,765 $ 39,934,556 15.84°/o 1

2 G-6 6,635,205 B,462,646 2

3

Multi-Family Residential Gas Service

Low Income Residential Gas Service G-10 6,749,399 7,377,773

(172,559) (

628,374

2.60%)

9.31% a

4 G-11 480,391 45B,875 4

5

Low Income Multi-Family Residential

Special Resldeniial Gas Servlce G-15 70,281 40,551

(21,515) ( 4.4a%)

(29,730) ( 42.30%) 5

6
Master Metered Mobile Home Park

Gas Service G-20 972,093 1,041,727 69,634 7.16% 6

G-25

7
a
9

10

General Gas Servloe
Small
Medium
Large
Tranaporatlon Eligible

7,887,642
24,310,778
53,003,981
20,088,639

B,B53,467
21.091 ,812
56.121 ,948
21 ,s21 ,0s2

985.825
2,781 ,036
3,717,967
1,732,413

12.53%
11.44%

7,01 %
8.82%

1
8
9
10

11 OptionalGas Service G-30 3,255,998 3,255,998 0 0.00% 11

12 Air Conditioning Gas Sewlce G40 123,697 130,409 6.712 5 4 3 % 12

13 Street Lighting Gas Service G-45 55.850 71,499 15,649 28.02% 13

G-55

14
15
18

Gas Service for Compression on
Customer's Premises

Small
Large
Residential

86,474
404,946

25,4B9

37,424
433,248

29,847

950
28,302
4,35B

2.60%
8.99%

17.10%

14
15
16

17 Electric Generation Gas Service G-60 2,529,330 2,678,104 148,774 5.8B% 17

18 G-75 3,104,924 3,280,432 175,508 555% 18

19 G-80 2,559,519 2,773,911 214,392 8.38% 19

20

Small Essential Agriculture User Gas Sewloe

Natural Gas Englrie Gas Service

Total Sales and Full Margin Transportatlon s 384,444,843 $ 434,665,489 s 50,220,M6 13.06% 20

21 B-1 2,528v029 2,528,029 0 0.00% 21

22 12,261 ,B05 0 22

23

Speclal Contract Service

Other Operating Revenue

Total Arizona Revenue

12,261,B05

s 399,234,678 s 449,455,324 s 50,220,645

0.00%

12.58% 23

24
24

25

Total RequiremsM

Overt(Under) Requirement

s 449,454,506

B18$ 25

[1] Schedule H-2, Sheets 1-4.
[2] Schedule H-2, Sheets 5-9.



SCHEDULE H-1
SHEET 3 OF 3

SOUTHWEST GAS CORPORATION
ARIZONA DNISION

SUMMARY OF GAS COST AT PRESENT AND PROPOSED RATES
FOR THE TWELVE MONTHS ENDED APRIL30, 2007

Line
No. Description

(a)

Schedule
Number

(b)

Present
Rates [11

(11)

Gas Cost
Proposed
Rates [21

(d)

Increase/(Decrsase)
Dollars Percent

(e) (f)

Line
No.

1

Sales Service
Residential Gas Service G-5 s 270,813,783 $ 270,591,517 $( 1

2 G-5 6,097,335 8,462,481

222.266) (

365,145

0,08%)

5.99% 2

3

MuM-Famlly Residential Gas Service

Low Income Residential Gas Service G-10 7,078,536 6,827,553 3

4 G-11 451 ,775 504,340

(250,983) (

52,565

a,55%)

11.64% 4

5 G-15 131,257 1a5.6e4 54,407 41.45% 5

e

Low Income Multi-Family Residential

Special Residential Gas Service

Total Residential $ 284,572,688 s 284,571,555 $( 1,131) ( 0.00%) 6

7
Master Metered Mobile Home Park

Gas Service G-20 2,083,637 2,083,537 0 0.00% 7

G-25

a
9
10
11

General Gas Service
Small
Medium
Large
Transpiration Eligible

4,655,534
42,209,454

138,009,982
88,731 ,829

4,655,534
42,209,454

138,009,962
88,731 ,829

0
o
o
o

0.00%
0.00%
0.00%
0.00%

a
9
10
11

12 Optional Gas Service G-30 40,422,215 40,422,215 0 0,00% 12

13 Air Conditioning Gas Service G-40 996.018 996,018 o 0.00% 13

14 Street Lighting Gas Sewica G-45 94,a71 94,811 0 0.00% 14

G-55

i s
16
17

Gas Service for Compression on
Cuslomer's Premises
Small
Large
Residemiad

164,623
1,910,750

71,751

164,623
1,910,750

11,151

o
0
o

0.00%
o . w%
0.00%

15
16
1 1

18 Enema Generation Gas Service G-60 19,961,174 19,961,174 o 0.00% 18

19 Small Essential Agriculture User Gas Service G-75 11,774,546 11,714,546 o 0.00% 19

20 G-80 9.591.355 9.591 ,355 0 0.00% 20

21

Natural Gas Engine Gas Sewlce

Total Gas Sales $ 645,250,405 s 645,249,274 S( 1,131) ( o.00%) 21

22 B-1 0 0 0 la 22

23 0 0 o la 23

24

Specld Contract Service

Other Operating Revenue

Total Arizona Revenue s 645,250,405 $ 845,249,274 $( 1,131) I o.0o%) 24

[1] Schedule H-2, Sheets 1-4.
[2] Schedule H~2, Sheets 5»-9.
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SCHEDULE H-4
SHEET 1 OF 12

SOUTHWEST GAS CORPORATION
ARIZONA DIVISION

PROPOSED vs. CURRENTLY EFFECTIVE RATES
SINGLE-FAMILY RESIDENTIAL GAS SERVICE

Llne
No. Description

(a)

Monthly
Consumption

(Thews)

(b)

Monthly Bill
At Currently At Proposed

Effective Tariff
Rates Rates

(C) (d)

Increase/(Decrease)
Dollars Percent

(e) (f)

Line
No.

1

Summer Season Bills
75 Percent Average Use 10 24.49 27.11 s 3.22 13.15% 1

2 13 28.93 32.18 3.25 11.23% 2

3

Average Summer Use [1]

125 Percent Average Use 16 33.32

$

$

$ 36.65 3.33 9.99% 3

4
WinterSeason Bills
75 Percent Average Use 32 57.02 60.50 $ 3.48 6.10% 4

5 43 72.96 76.90 3.94 5.40% 5

6

Average Winter Use [1 ]

125 Percent Average Use M 88,78

$

s

$ 93.30 4.52 5.09% 6

Amount
$ 9.70

$ 1.47889
1.43789

Effective Tariff Rates [21
Basic Service Charge per Month
Commodity Charge Summer

First 15 Thermo
Over 15 Thermo

Commodity Charge Winter
First 35 Thermo
Over 35 Them'ls

$ 1 .47889
1 _437B9

$ 12.80
Proposed Tariff Rates [31
Basic Sewlce Charge per Month

Commodity Charge
NI Usage $ 1 .49065

[1] W orkpapers, Schedule H-2, Sheets 1-4.
[2] Rates effective May 1, 2007 including al l  adjustments.
[3] Schedule H-3, Sheets 1 3 .



SCHEDULE H-4
SHEET 2 OF 12

SOUTHWEST GAS CORPORATION
ARIZONA DIWSION

PROPOSED vs. CURRENTLY EFFEC1'lVE RATES INCLUDING DISCOUNT
LOW-INCOME SINGLE-FAMILY RESIDENTIAL GAS SERVICE

Line
No. Description

(a)

Monthly
Consumption

(Therms)

(b)

Monthly Bill
At Currently At Proposed

Effective Tariff
Rates Rates

(c) (d)

Increase/(Decrease)
Dollars Percent

(e) (f)

Line
No.

1

Summer Season Bills
75 Percent Average Use 19.84 $ 1g

12 23.95

0.60

0.64 2
2

3

Average Summer Use [1]

125 Percent Average Use 15

19.24

23.31

27.39

$

$

$ 28.07 0.68

3.12%

2.15%

2.48% 3

4
Winter Season Bills
75 Percent Average Use 32 41.80 42.60 $ 0.80 4

5

6

Average Winter Use [1]

125 Percent Average Use

43

54

53.50

55.11

$

s

$

54.67

66.74

1.17

1.63

1.91%

2.19%

2.50%

5

S

Amount
$ 1.00

$ 1.35948
1.31848

Effective Tariff Rates 121
Basic Service Charge per Month
Commodity Charge Summer

First 15 Theme
Over 15 Therms

Commodity Charge Winter
First 35 Therms
Next 115 Therms
Over 150 Thermo

$ 1 .08758
1 _05478
1.31848

$

s

$

7.50

1.37124

Proposed Tariff Rates [31
Basic Service Charge per Month
Commodity Charge Summer

All Usage
Commodity Charge Winter

First 150 Thermo
Over 150 Therms

1.09699
1.37124

[1] Workpapers, Schedule H-2, Sheets 1-4.
[2] Rates effective May 1, 2007 including all adjustments.
[3] Schedule H-3, Sheets 1 - a.
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SCHEDULE H-4
SHEET 3 OF 12

SOUTHWEST GAS CORPORATION
ARIZONA DIWSION

PROPOSED VB. CURRENTLY EFFECTNE RATES
MULTI-FAMILY RESIDENTIAL GAS SERVICE

Line
No. Description

(a)

Monthly
Consumptlon

(Thermo)
(D)

Monthly Bill
At Currently At Proposed

Effective Tariff
Rates Rates

(C) (4)

Increased(Decrease)
Dollars Percent

(e) (0

Line
No.

1

Summer Season Bills
75 Percent Average Use 8 20.49 20.63 s 0.14 0.68% 1

2 11 24.80 25.10 0.30 1.21% 2

3

Average Summer Use [1]

125 Percent Average Use 14 29.12

s

s

s 29.57 0.45 1 .55% 3

4
Winter Season Bills
75 Percent Average Use 18 35.32 35.53 s 0.21 0.59% 4

5 24 43.95 44.48 0.53 1.21% 5

6

Average Winter Use[1]

125 Percent Average Use 30 52.57

$

s

$ 53.42 0.85 1 .62% e

Amount
$ 8.70

s 1 .47889
1.437B9

Effective Tariff Rates 121
Basic Service Charge per Month
Commodity Charge Summer

First 7 Theirs
Over7 Therms

Commodity Charge Wlnter
First 18 Thermo

Over 18 Thermo

$ 1 .47889
1 .43789

s 8.70
ProposedTarlff Rates [31

Baslc Service Charge per Month
CommodityCharge

All Usage s 1 .49065

[1] Wofkpapers, Schedule H-2, Sheets 1-4.
[2] Rates effective May 1, 2007 Including all adjustments.
[3] Schedule H-3, Sheets 1 - 3,



SCHEDULE H-4
SHEET 4 OF 12

SOUTHWEST GAS CORPORATION
. ARIZONA DIVISION

PROPOSED vs. CURRENTLY EFFECTIVE RATES INCLUDING DISCOUNT
LOW-INCOME MULTI-FAMILY RESIDENTIAL GAS SERVICE

Line
No. Description

(a)

Monthly
Consumption

(Thorns)

(b)

Monthly Bill
At Currently At Proposed

Effective Tariff
Rates Rates

(C) (d)

Incre a s e /(De cre a s e )
Dolla rs P e rce nt

(S) (f)

Line
No.

1

Summer Season Bills
75 Percent Average Use $ 1

2

9

12

15

19.15

23.11

27.06

$

$

$

19.84

23.95

28.07

0.69

0.84

1.01

3.60%

3.63%

3.73%

2

3
3

Average Summer Use [1]

125 Percent Average Use

4
Winter Season Bills
75 Percent Average Use s 4

5
5

6

Average Winter Use [1]

125 Percent Average Use

22

29

36

30.87

38.27

45.68

$

$

$

31.53

39.31

46.99

0.76

1.04

1.31

2.46%

2.72%

2.87% 6

•

Amount
5 7.00

$ 1.35948
1.31848

Effective Tariff Rates [21
Basic Service Charge per Month
Commodity Charge Summer

First 7 Therms
Over 7 Therms

Commodity Charge Winter
First 18 Therms
Next 1a2 Thermo
Over 150 Thermo

$ 1 .09080
1 .05800
1.31848

s

$

s

7.50

1.37124

Proposed Tariff Rates [31
Basic Service Charge per Month
Commodity Charge Summer

All Usage
Commodity Charge Winter

First 150 Therms
Over 150 Therms

1.09699
1.37124

[1] Workpapers, Schedule H-2, Sheets 1-4.
[2] Rates effective May 1, 2007 including all adjustments.
[3] Schedule H-3, Sheets 1 - a.



SCHEDULE H-4
SHEET 5 OF 12

SOUTHWEST GAS CORPORATION
ARIZONA DIVISION

PROPOSED vs. CURRENTLY EFFECTIVE RATES
MASTER METERED MOBILE HOME PARK GAS SERVICE

Line
No. Description

(a)

Monthly
Consumption

(Therms)

(b)

Monthly Bill
At Currently At Proposed

Effective Tariff
Rates Rates

(C) (d)

Increase/(Decrease)
Dollars Percent

(e) (f)

Line
No.

1

Summer Season Bills
75 Percent Average Use 354 527.60 538.68 $ 11.08 2.10% 1

2 472 683,48 698.24 14.78 2.16% 2

3

Average Summer Use [1]

125 Percent Average Use 590 839.33 857.80 18.47 2.20% 3

4

Winter Season Bills
75 Percent Average Use 41.99 2.29% 4

5 55.98 2.31% 5

6

Average Winter Use [1]

125 Pement Average Use

1,341

1,788

2,235

1,831.31

2,421.15

3,012.19

1 ,873.30

2,477.73

3,082.17 69.98 2.32% 6

Effective Tariff Rates 121
Basic Service Charge
Commodity Charge

All Usage

Amount
$ 60.00

$ 1.32089

$ 50.00
Proposed Tariff Rates [31
Basic Service Charge
Commodity Charge

All Usage $ 1 .35220

[1] Workpapers, Schedule H-2, Sheets 1-4.
[2] Rates effective May 1, 2007 including all adjustments.
[3] Schedule H-3, Sheets 1 - 3.



SCHEDULE H-4
SHEET 6 OF 12

SOUTHWEST GAS CORPORATION
ARIZONA DIVISION

PROPOSED vs. CURRENTLY EFFECTIVE RATES
GENERAL GAS SERVICE n SMALL

Line
No. Description

(3)

Monthly
Consumption

(Thermo)

(b)

Monthly Be
At Currently At Proposed

Effectlve Tariff
Rates Rates

(c) (d)

Increase/(Deaease)
Dollars Percent

(e) (f)

Line
No.

1

Summer Season Bills
75Percent Average Use 8 36.92 38.49 s 1.57 4.25% 1

2 10

$

$ 39.90

$

$ 41 .86 1.96 4.92% 2

3

Average Summer Use [1]

125 Percent Average Use 13 $ 44.37 $ 46.92 2.55 5.75% a

4
Winter Shawn Bills
75 Percent Average Use 29 ea.20 73.89 5.69 8.35% 4

5 39 83.10 90.75 7.66 9.22% 5

6

Average Winter Use [1]

125 Percent Average Use 49

$

$

$ 97.99

s

s

$ 107.61 9.62 9.82% s

Effective Tariff Rates [21

Basic Service Charge
Commodity Charge

All Usage

Amount
s 25.00

$ 1 .48965

25.00
Proposed Tariff Rates [31
Basic Serine Charge
Commodity Charge

All Usage

$

s 1 .68600

[1] W orkpapers, Schedule H-2, Sheets 1-4.
[2] Rates effective May 1, 2007 including al l  adjustments.
[3] Schedule H-3, Sheets 1 - 3.



SCHEDULE H-4
SHEET 7 OF 12

SOUTHWEST GAS CORPORATION
ARIZONA DIVISION

PROPOSED vs. CURRENTLY EFFECTIVE RATES
GENERAL GAS SERVICE I MEDIUM

Line
No. Description

(a)

Monthly
Consumption

(Therms)

(b)

Monthly Bill
At Currently At Proposed

Effective Tariff
Rates Rates

(c) (d)

Increase/(Decrease)
Dollars Percent

(S) (0

Line
No.

1

Summer Season Bills
75 Percent Average Use 115 184.91 197,30 $ 12.38 6.70% 1

2 153 235.11 248.12 13.01 5.53% 2

3

Average Summer Use [1 ]

125 Percent Average Use 191

$

$

s 285.31

$

s

s 298.94 13.63 4.78% 3

4
Winter Season Bills
75 Percent Average Use 236 344,75 359.12 14.37 4.11% 4

5 315 449.11 464.77 1s.ee 3.49% 5

6

Average Winter Use [1]

125 Percent Average Use 394

$

s

$ 553.46

s

$

s 570.42 16.98 3.06% 6

Effective Tariff Rates [21
Basic Service Charge
Commodity Charge

All Usage

Amount
s 33.00

s 1 .32097

43.50
Proposed Tariff Rates [31
Basic Service Charge
Commodity Charge

All Usage

$

$ 1.33736

[1] Workpapers, Schedule H-2, Sheets 1-4.
[2] Rates effective May 1, 2007 including all adjustments.
[3] Schedule H-3, Sheets 1 - 3.



SCHEDULE H-4
SHEET 8 OF 12

SOUTHWEST GAS CORPORATION
ARIZONA DIVISION

PROPOSED vs. CURRENTLY EFFECTIVE RATES
GENERAL GAS SERVICE u LARGE

Line
No. Description

(a)

Monthly
Consumption

(Therms)

(b)

Monthly Bill
At Currently At Proposed

Effective Tariff
Rates Rates

(c) (d)

Increase/(Decrease)
Dollars Percent

(e) (f)

Line
No.

1

Summer Season Bills
75 Percent Average Use 929 s 30.15 2.39% 1

2 35.22 2.16% 2

3

Average Summer Use [1]

125 Percent Average Use

1,2a9

1,549

$

s

$

1 ,259.42

1 ,est .29

2,003.16

$

$

$

1 ,289.58

1 ,666.51

2,043.44 40.28 2.01% 3

4
Winter SeasonBills
75 Percent Average Use 42.17 1 .97% 4

5 51.23 1 .82% 5

6

Average Winter Use [1 )

125 Pement Average Use

1 ,hes

2.220

2,115

$

$

$

2,142.32

2,808.09

3,473.86

s

$

s

2.18449

2,859.32

3,534.15 60.29 1 .74% a

Effective Tariff Rates [21

Basic Sewioe Charge
Commodity Charge

Nl Usage

Amount
$ 145.00

$ 1.19959

160.00
Proposed Tariff Rates [31
Basic Service Charge
Commodity Charge

All Usage

s

$ 1.21591

[1] W orkpapers, Schedule H-2, Sheets 1-4.
[2] Rates effective May 1, 2007 including al l  adjustments.
[3]  Schedule H-3,  Sheets l  - 3.



SCHEDULE H-4
SHEET g OF 12

SOUTHWEST GAS CORPORATION
ARIZONA DIWSION

PROPOSED vs. CURRENTLY EFFECTIVE RATES
GAS SERVICE FOR COMPRESSION ON CUSTOMER PREMISES . SMALL

Line
No. Description

(a)

Monthly
Consumption

(Thermo)
(b)

Monthly Bill
At Currently At Proposed

Effedivg Tariff
Rates Rates

(C) (d)

Increase/(Decrease)
Dollars Percent

(s ) (f)

Line
No.

1

SummerSeason Bills
75 Percent Average Use 605 588.98 692.21 $ 3.24 0.47% 1

2 806 909.57 918.88 4.81 0.47% 2

3

Average Summer Use [1}

125 Percent Average Use 1,00a

$

$

$ 1,131.26

$

$

s 1,136.65 5.39 0.48% 3

4
Winter Season Bills
75 Percent Average Use 452 521.06 523.48 2.42 0.46% 4

5 602 685.68 688.90 3.22 0.47% 5

6

Average Winter Use [1]

125 Percent Average Use 75a

$

$

s 851.40

$

$

s 855.43 4.03 0.47% 6

Effective Tariff Rates [21
Basic Service Charge

Commodity Charge
All Usage

Amount
$ 25.00

$ 1 .09748

25.00
Proposed Tariff Rates [31
Basic Service Charge
Commodity Charge

All Usage

s

$ 1.10283

[1] W orkpapers. Schedule H-2, Sheets 1-4.
[2] Rates effective May 1, 2007 including al l  adjustments.
[3] Schedule H-3, Sheets 1 - 3.



SCHEDULE H-4
SHEET 10 OF 12

SOUTHWEST GAS CORPORATION
ARIZONA DIWSION

PROPOSED vs. CURRENTLY EFFECTIVE RATES
GAS SERVICE FOR COMPRESSION ON CUSTOMER PREMISES . LARGE

Line
No. Description

(a)

Monthly
Consumption

(Therms)

(b)

Monthly Bill
At Currently At Proposed

Effective Tariff
Rates Rates

(c) Cd)

Increased(Decrease)
Dollars Percent

(e) (f)

Line
No.

1

Summer Season Bills
75 Percent Average Use s.e55 $ 6,396.25 $ 6,486.50 $ 90.25 1 .41% 1

2 100.34 1.19% 2

3

Average Summer Use [1]

125 Percent Average Use

7,540

9,425

$

$

8,465.00

10,533.75

$ 8,565.34

s 10,644.17 110.42 1 .0s% 3

4
Winter Season Bills
75 Percent Average Use 5,759.71 5,846.86 87.15 1.51% 4

5 96.20 126% 5

6

Average Winter Use [1 ]

125 Percent Average Use

5,075 s

6,767, s

8,459 s

7,616.65

9,473.58

$

$

$

7,712.85

9,578.84 105.26 1.11% 6

Effective Tariff Rates [21
Basic Service Charge
Commodity Charge

All Usage

Amount
$ 190.00

$ 1 .09748

250.00
Proposed Tariff Rates [31
Basic Service Charge
Commodity Charge

All Usage

$

$ 1.10283

[1] Workpapers, Schedule H-2, Sheets 1-4.
[2] Rates effective May 1, 2007 Including all adjustments.

[3] Schedule H-3, Sheets 1 - 3.



SCHEDULE H-4
SHEET 11 OF 12

SOUTHWEST GAS CORPORATION
ARIZONA DIVISION

PROPOSED vs. CURRENTLY EFFECTIVE RATES
GAS SERVICE FOR COMPRESSION ON CUSTOMER PREMISES U RESIDENTIAL

Line
No. Description

(8)

Monthly
Consumption

(Thermo)

(b)

Monthly Bill
A! Currently At Proposed

Effective Tariff
Rates Rates

(C) (d)

Increase/(Decrease)
Dollars Percent

(e) (f)

Line
No.

1

Summer Season Bills
75 Percent Average Use 47 61 .28 64.63 s 3.35 5.47% 1

2 63 78.84 82.28 3.44 4.36% 2

3

Average Summer Use [1]

125 Percent Average Use 79

$

$

$ 96.40

$

$

$ 99.92 3.52 3.65% 3

4
Winter Season Bills
75 Percent Average Use 44 57.99 61 .32 a.a4 5.75% 4

5 59 74.45 77.87 3.42 4.59% 5

6

Average W inter Use [1]

125 Percent Average Use 74

$

$

$ 90.91

$

$

s 94.41 3.50 3.85% 6

Effective Tariff Rates [21
Basic Service Charge
Commodity Charge

All Usage

Amount
$ 9.70

$ 1.09748

12.80
Proposed Tariff Rates 131
Basic Sewlce Charge
Commodity Charge

All Usage

$

$ 1.10283

[1] W orkpapers, Schedule H-2, Sheets 1-4.
[2] Rates effective May 1, 2007 including al l  adjuMments.
[3] Schedule H-3, Sheets 1 - 3.



SCHEDULE H-4
SHEET 12 OF 12

SOUTHWEST GAS CORPORATION

ARIZONA DIVISION
PROPOSED vs. CURRENTLY EFFECTIVE RATES
ESSENTIAL AGRICULTURAL USER GAS SERVICE

Una
No. Description

(a)

Monthly
Consumption

(Thermo)

(b)

Monthly Bill
At Currently At Proposed

Effggtive Tariff
Rates Rates

(C) (d)

Increase/(Decrease)
Dollars Percent

(e) (f)

Line
No.

1

Summer Season Bills
75 Percent Average Use s s 82.71 1 .39% 1

2 100.29 1 .27% 2

3

Average Summer Use [1]

125 Percent Average Use

5,093

6,791

8,489

s

s

5,949.39

7,902.91

9,856.42

s

s

$

6,032.11

8,003.20

9,974,29 117.8B 1 .20% 3

4
Winter Season Bills
75 Percent Average Use 84.03 1 .38% 4

5 102.04 1 .26% 5

6

Average Winter Use [1]

125 Percent Average Use

5,220

0,900

8,100

$

$

$

6,095.51

8,097.34

10,099.18

$ 6,179.53

$ 8,199.38

$ 10,219.22 120.05 1.19% s

Effective Tariff Rates [21
Basic Service Charge
Commodity Charge

All Usage

Amount
$ 90.00

s 1.15048

s 120.00
Proposed Tariff Rates [81
Basic ServiceCharge
Commodity Charge

All Usage s 1.16083

[1] Workpapers, Schedule H-2, Sheets 1-4.

[2] Rates effective May 1, 2007 including all adjustments.
[3] Schedule H-3, Sheets 1 3.
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Southwest Gas Corporation
Docket No. G-01551A-07-

BEFORE THE ARIZONA CORPORATION COMMISSION

Prepared Direct Testimony
of

ROGER c. MONTGOMERY

INTRODUCTION

Q. 1

A. 1

Q. 2

A. 2

Q. 3

A. 3

Please state your name and business address.

My name is Roger c. Montgomery and my business address is

5241 Spring Mountain Road, Las Vegas, Nevada 89150-0002.

By whom are you employed and in what capacity?

I am employed by Southwest Gas Corporation (Southwest or

the Company) as the Vice President Pricing.

Does Appendix A summarize your educational background and

business experience?

Yes, it does.

Q. 4 Have you previously testified before

commission?

any regulatory

A. 4 Yes . I have testified before the Arizona Corporation

Commission (Acc or Commission) , the California Public

Utilities Commission, the Public Utilities Commission of

Nevada, and the Federal Energy Regulatory Commission.

PURPOSE OF TESTIMONY

Q. 5

1

2

3

4

5

5 1.

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22 11.

23

24

35 A.

26

27

5

What is the purpose of your prepared direct testimony in

this proceeding?

The purpose of my testimony is to provide the Commission

with a kmief explanation of the significant challenges

facing the Company in Arizona and to explain the broad

Fawn No. 155.0 (03/2001) Word



goals and objectives Southwest hopes to achieve in  th i s

general rate case (GRC) to help meet those challenges.

Specifically, my testimony will:

(1) identi fy Southwest's witnesses and their

subject area(s);

(2) support Southwest's application and need for

increased rates and charges;

(3) summarize financialthe and regulatory

challenges Southwest faces; and

(4) discuss, from a policy perspective, Southwest's

key proposals to address these challenges and

why they should be approved by the Commission.

Southwest's other witnesses will more fully

describe

specific

proposals.

Southwest's

detail

and

concerning

GRC provide more

Southwest's

OTHER SOUTHWEST WITNESSES

Q. 6

A. 6

Please identify Southwest's other witnesses in this GRC

and their general subject or issue areas.

Besides myself, Southwest sponsors the testimony of nine

other witnesses:

(1) Robert Mashas Overall deficiency/revenue

requirement and various adjustments;

(2) Randi Aldridge Cost of service and various

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17 111.

18

19

20

21

22

23

24

25

26

27

(3)

adj ustments;

Laura Hobbs

and

Management

Supplemental

Incentive

Executive

Program

Retirement(MIP)

Fem No. 155.0 (03/2001)Word



Plan (SERP);

(4) Theodore Wood Capital structure,

debt, and overall rate of return;

cost of

(5) Frank Hanley

(6) Jamie Cattanach

Cost of equity;

Billing determinants and

declining residential consumption per customer;

(7) Frank Maglietti Class cost of service study

and Purchased Gas Adjustment (PGA) mechanism;

Revenue decoupling and energy(8) Ralph Miller

efficiency; and

Brooks Congdon Rate

regulatory/ratemaking mechanisms.

(9) A. design and

OVERVIEW OF CURRENT AND LAST RATE CASE

Q. 7

A. 7

Please provide a brief overview of Southwest's current

GRC application.

The current GRC is based on a test year for the 12 months

ended April 30, 2007. Southwest's adjusted test year

shows a deficiency of approximately $50.2 million and an

earned return of only 6.68 percent. Southwest requests a

capital structure consisting of 51 percent debt, four

percent preferred equity, and 45 percent common equity,

with a requested return on common equity (ROE) of 11.25

percent and an overall return on rate base of 9.45

Randi Aldridge

1

2

3

4

5

6

7

8

g

10

11

12

13 Iv.

14

15

16

17

18

19

20

21

22

23

24

25

26

27

percent.

provide further details of the amount, reasons, and bases

for the Company's revenue deficiency. The GRC also

contains several proposals to modify the Company's rate

Mr. Robert Mashas and Ms.

Fawn No. 155.0(aw) Word



1

2

3

design and to employ specific regulatory mechanisms to

costaddress fixed declining residential

Q. 8 How

recovery,

consumption per customer and weather volatility.

does the current GRC compare t o

Southwest' (test year ended

A. 8

application

previous GRC application

August 31, 2004).

Southwest'sI n GRC, theprevious Company's analysis

indicated it was deficient by approximately $66.9 million

5.47and was earning only a

investment in Arizona.

percent

I n that proceeding, Southwest

requested a hypothetical capi ta l structure consisting of

53 percent debt, f i ve percent preferred equity, and 42

Southwest recommended an ROE of

return o n

percent common equity.

11.42 percent. Southwest also requested several rate

design changes, including increases in residential basic

service charges

assist the Company in recovering

service in the face of declining residential consumption

per customer and weather volatility.

What did the Commission decide in Southwest's last GRC?

and a revenue decoupling mechanism to

its fixed cost o f

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

Q. 9

A. 9 In its decision issued on February 23, 2006 (Decision No.

68487) , the Commission granted Southwest approximately

$49.3 million in rate relief effective March 1, 2006.

However, with the exception of some moderate increases in

basic service charges, including an increase of $1.70 in

the residential basic service charge, the Commission did

not adopt an overall rate design or a revenue decoupling

Form No. 155.0(03/2001) Word



that would adequately

its fixed

Southwest's

costs and provide a

its

addressmechanism

inability to recover

reasonable opportunity

authorized rate of return.

for Southwest t o earn

The Commission also granted

Q. 10 How

an ROE of only 9.50 percent on a 40 percent equity ratio.

did the Commission's last GRC decision impact

Southwest?

A. 10 The Company' s earned rates of return in Arizona improved

after the rate relief was in place for a full winter

Southwest's earned returns for the 12-month

periods ended March 31, 2006, September 30, 2006, and

March 31, 2007, were 4.48 percent, 6.08 percent, and 7.85

percent, respectively. Southwest did not, however, earn

its authorized return of 8.40 percent, and based on

projected cost increases and continuing declines in

customer usage, it will not earn the authorized return

without further rate relief. As such, the Company filed

this GRC.

season I

Q. 11 How frequently does Southwest typically file GRCs in

Arizona?

A. 11 Over the past decade or more, Southwest has filed a GRC

with the Commission about every three years. For several

reasons, filing a GRC much more often than every three

years or so is not practicable. Despite the frequency of

filing GRCs, Southwest was able to earn its authorized

rate of return in only one year over the past decade or

If Southwest were able to earn a rate of return

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27 more •

Fou'm No. 155.0(03/2001) Word



closer to the authorized rate of return, it could result

applications,

believes its customers would welcome and the Commission

i n le s s frequent GRC which Southwest

would prefer.

MAJOR CHALLENGES FACING SOUTHWEST

Q. 12

A. 12 Firs t,
What are the major challenges facing Southwest?

In general, Southwest f aces two major challenges.

Southwest has Commission-been una ble t o e a rn

authorized return. Second, Southwest's authorized return

is significantly below returns authorized for its peers

in the industry and, more particularly, below the rates

authorized for other energy utilities in Arizona.

INABILITY TO EARN AUTHORIZED RATE OF RETURN

Q. 13 Please briefly summarize why Southwest has been unable to

earn its authorized return?

A. 13 In general, there are three primary reasons Southwest has

not earned its authorized return in Arizona. First,

a v e r a g e  u s a g e  b y  r e s i d e n t i a l  c u s t o m e r s , who make  up  ove r

9 5  p e r c e n t o f  t h e Company's c u s t ome r  base , c on t i n u e s t o

d e c l i n e  e a c h  y e a r . I f  r e s i d e n t i a l  c u s t o m e r s , on  ave rage ,

c o n t i n u e  t o  u s e l e s s  n a t u r a l  g a s  e a c h  y e a r , a s  h a s  b e e n

the case f o r t h e p a s t two decades , Southwest w i l l n o t

r e c ov e r i t s f i x e d c o s t s o f p r o v i d i n g u t i l i t y s e r v i c e .

S o u t h w e s t ' s  i n a b i l i t y  t o  e a r n  i t s  a u t h o r i z e d  r e t u r n  w i l l

andcontinue unless t h i s i s s u e o f

1

2

3

4

5 v.

6

7

8

9

10

11

12

13 vI.

14

15

16

17

18

19

20

21

22

23

24

25

26

27

re s ide ntia l consumption

addressed in the regulatory process.

per customer

declining

adequately

This problem is not

i s

Fawn No. 155.0 (03/2001) Word



unique to Southwest; i t is happening across the nation.

There are several regulatory solutions to  th i s problem,

and several state regulatory commissions have approved

various rate design or regulatory mechanisms to resolve

the problem.

Second,

southwest Southwest

weather

and customers I

the vagaries of in the desert

also plague its

Weather volatility affects customers when it is colder-

In that situation, customers pay more than

necessary for Southwest to recover its fixed costs (as

long as fixed costs continue to be partially recovered

through a commodity rate) . Weather volatility also

than-normal .

affects the Company.

fixed thosecosts,

When weather is warmer-than-normal,

recovered through commoditythe

charge l

financial distress .

are under-recovered, Company

For example, during 2005 and 2006,

causing the

weather was significantly warmer than normal. As a

result, Southwest's earned return for 2005 and 2006 was

substantially less than what was

Commission . Conversely,

colder-than-normal.been

authorized by the

in some years, the weather has

The Company believes that

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

removing weather from the general ratemaking equation

will protect both Southwest and its customers.

Third, in the last several Arizona rate cases, a

ratemaking theory was put into practice that Southwest

believes is fundamentally flawed and inf air. It is the

concept that if any program or service that the Company

FawnNo. 155.0 (03/2001)Word



I n

performs benefits shareholders, then some portion of the

costs for the program or service should be "shared".

Southwestthe last Arizona GRC, this practice o f

"sharing" was even extended to programs imposed on the

Company by the federal government. It is a long-standing

and fundamental regulatory paradigm that a regulated

utility should be allowed to recover all costs that are

prudently incurred, are reasonable, and are necessary in

providing utility service.

deemed to be o r

Only those expenses or costs

unreasonable should b e

disallowed.

imprudent

Southwest does not dispute the Commission's

authority to disallow imprudent or unreasonable expenses.

However, to "share" prudent, necessary, and reasonable

thereexpense merely

shareholders i s , i n Southwest's view, confiscatory and

amounts to nothing less than an exp l i c i t disal lowance

and erosion of Southwest's opportunity to rea l i ze i t s

because i s S Ame benefit

Commission-authorized return .

NEED FOR A REASONABLE AND COMPARABLE RATE OF RETURN

Q. 14

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19 vIi .

20

21

22

23

24

25

26

27

A. 14

Can you briefly elaborate on the need for the Commission

to authorize a reasonable and comparable return to the

Company on its investment in Arizona?

As noted earlier in this testimony, in Southwest's

last GRC, the Commission authorized an ROE of only 9.50

percent, which is significantly below what the Commission

has authorized for other Arizona energy utilities and

represents one of the lowest ROEs authorized by any state

Yes .

Form No. 155.0 (03/2001) Word



regulatory commission i n the nation i n recent years.

This twoi s o f

bond" status.

states in the nation.

particularly troubling considering

Southwest's credit ratings are just one step above "junk

Arizona is also one of the fastest growing

Therefore, Southwest must compete

with its peers in the utility industry for capital to

fund this growth and to maintain and improve its natural

gas system infrastructure.

The earn a uthorize dCompany's inability t o

return i s a major problem for Southwest's shareholders.

major problem

authorized rate of return i s not competitive i n the

financial marketplace and Southwest must obtain capital

at less attractive (higher) rates. I f the Commission

approves an ROE for Southwest that i s comparable to i t s

i s a ls o a for customers the

peers, provides

opportunity to actually earn the return, the Company's

financial condition would improve over time and help

mitigate the need for future increases in base rates for

customers.

and also Southwest a reasonable

Q. 15 Would Commission consideration and resolution of the

challenges you previously identified eliminate Southwest

management's need to effectively and efficiently run the

business and serve customers?

A. 15 No, Southwest' s management must still efficiently manage

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

i ts workforce and pay close consideration to operating

and capital costs to provide it a reasonable opportunity
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to earn its authorized return.

above

This is particularly true

in a state like Arizona with growth rates still well

Nothingnational Southwest'saverages. in

proposals guarantees the Company a specific return on its

investment nor relieves management of its obligation and

itsresponsibility

Southwest presents the Commission with a number of tools

that should help it net the substantial and multiple

challenges of providing for the natural gas energy needs

t o serve various constituencies.
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of Arizona.

Does this conclude your prepared direct testimony?

Yes, it does.
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Appendix A
Page 1 of 1

SUMMARY OF QUALIFICATIONS
ROGER C. MONTGOMERY

My principal

After graduation, I joined El Paso Natural Gas Company as a

Technician in the Gas Marketing and Customer Relations

department where my duties included preparation of gas

sales and revenue analyses for rate and certificate filings

with the Federal Energy Regulatory Commission ("FERC") . In

1974, I joined Northwest Pipeline as a Rate Analyst in the

In 1976, I joined Southwest as Rates

I graduated from the University of Texas at El Paso

in 1970 with a Bachelor of Business Administration degree.

in accounting.area o f concentration was

Rate department .

Administrator in the Rates department.

and in 1988 to Director/Rates,

In 1982, I was

promoted to Manager/Rates

Certificates and Tariffs. In 1995, I assumed the position

In 1998, Iof Director/Rates and State Regulatory Affairs.

was promoted to my current position where I am responsible

for the activit ies of the Pricing and Tariffs, Revenue

Requirements, and Federal Regulatory Affairs departments .
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Southwest Gas Corporation
Docket No. G-01551A-07-

BEFORE THE ARIZONA CORPORATION COMMISSION

Prepared Direct Testimony
of

ROBERT A. MASHAS

INTRODUCTION

1Q.

A. 1

2Q.

A. 2

Q. 3

Please state your name and business address.

My name is Robert A. Mashas. My business address is

5241 Spring Mountain Road, Las Vegas, Nevada 89150-0002.

By whom are you employed and in what capacity?

I am employed by Southwest Gas Corporation (Southwest or

the Company) as the Director/Revenue Requirements.

Does Appendix A summarize your educational background and

business experience?

A. Yes, it does.

Q.

3

4 Have you previously testified before

commission?

any regulatory

A. 4 Yes. I before the Arizona

o r Acc) , Public

the California

the

previously

Corporation Commission (Commission

Service Commission of Nevada (PUCN )

(CPUC).

Federal

I

written testimony

Commission (FERC) .

Public Utilities Commission

thet o Energy

I also provided

Regulatory

Q. 5

5 The first part of my

1

2

3

4

5

6 1.

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26 A.

27

What is the purpose of your prepared direct testimony in

this proceeding?

My testimony comprises four parts.

testimony provides a broad overview of the test year,
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adjustments to the test year data and the resulting

deficiency. The second part addresses the major reasons

and underlying causes for the deficiency. The third part

discusses the proposed adjustments to the test year that

Southwest is proposing and which I support. The last

part supports the Company's rate base Schedules B-l

through B-6.

RATE CASE OVERVIEW

Q. 6

A. 6

2007 I

What is the test year for this rate application?

The test year is the 12-month period ended .April 30,

2007. The test year results were adjusted to normalize

and annualize the effects of known and measurable changes

that occurred through April 30, In addition,

Southwest proposes certain adjustments related to events

that will take place or be in effect after the end of the

test year, but prior to the rates go into

effect.

date new

Q. 7

1

2

3

4

5

6

7

8 11.

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

A. 7

When was Southwest's last Arizona general rate case

application?

Southwest filed the Arizona general case

(Docket no. G-1551A-04-0786) on December 9, 2004, nearly

three years ago. The test year in that proceeding was

based on the 12 months ended August 31, 2004. The 2004

rate case was fully litigated and resulted in commission

Decision No. 68487, which granted Southwest an increase

in non-gas revenue ("Revenue") of approximately $49.3

million, effective March 1, 2006. Decision. No. 68487

2004 rate
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(ROR)

Q. 8

authorized an overall rate of return of 8.40

percent, calculated using a 9.50 percent return cost of

equity on a ratio of 40 percent common equity.

How does the Company determine if a revenue deficiency

exists?

A. 8

and normalized revenue,

o f

Q. 9

A revenue deficiency occurs when a Company's annualized

a t its current rates, i s less

than the Company's annualized and adjusted cost

service (cos) including the cost o f capital. I f the

resulting overall rate o f return (ROR) i s either less

than authorized in the Company's last rate case, o r i s

not equal t o the ROR that would be deemed reasonable

given current market conditions and the Company's overall

cost of capital, a revenue deficiency exists.

What i s Southwest's revenue deficiency i n i t s Arizona

A. 9

o f at

I n this

percent ROR, revenue i n

approximately $50.2 million is required.

1 0 What does the term revenue mean?

10 The term revenue refers to non-gas revenues Southwest

operations?

Schedule A-1, Sheet 2, Column (d) illustrates that the

adjusted revenue approximately $399.2 million

present rates yields a ROR, of 6.68 percent.

proceeding, Southwest requests that the Commission grant

ROR of 9.45 percent. In order to produce the 9.45

a ofincrease the amount

Q.

A.

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27 purchased

receives through base rates.

gas adj vestment

Because there is a separate

mechanism to ensure that
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Southwest's customers pay the actual cost incurred by

Southwest to purchase natural gas ( i . e . , Southwest earns

no prof i t  on the natura l  gas i tse l f )  , revenues and costs

associated wi th the gas commodity are excluded from the

Q. 11

general rate case.

Please

A. 11 These

indicate the Company witnesses who support the

proposed adjustments to the recorded test year amounts.

There are 17 adjustments to the test year data.

adjustments are listed on Schedule C-2, Sheets 1 through

2. Company witness A. Brooks Congdon supports Adjustment

1 and 2, Company witness Randi L. Aldridge supports

3 through 7, and 11 through 17.

8 Leak and

Nos .

Adj vestment nos. I

No. Survey Repair,

and Adjustment

support Adjustment

Adjustment No. 9, Surcharge Adjustment ,

Q. 12

No. 10, Injuries and Damages.

Identify the adjustments that Southwest is proposing

related to events that occurred or will occur after April

30, 2007 .

A. 12 There are four adjustments that fall into this category.

They are: 1) wage increases and within-grade movement; 2)

completed construction not classified 3)(CCNC) l
r

Q. 13

post

test year new and expired software amortizations; and 4)

the 2008 property tax assessment ratio.

Why has Southwest included these adjustments in this

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

A. 13

general rate case?

Consistent with Southwest's prior Arizona rate cases,

when events are known or reasonably certain to occur and
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the Commission hasare measurable prior to hearing,

adjustments theallowed similar to four adjustments

The test year more accurately reflectsproposed herein.

the level of expenses and costs Southwest will incur when

the rates in this proceeding are in effect with these

Theadj ustments . four test yearproposed post

adjustments are easily reconcilable to test year accounts

without distortion or mismatching.

for CCNC,adjustments post year wage

increases and within-grade movement, and post test year

were approved by the

The test

new and expiring amortizations

Commission in several previous rate cases.

In the Company's 2004 rate case (test year ended

August 31, 2004) , the Commission approved the use of the

2006 tax ratio.property Company' s

proposal to use the 2008 assessment ratio in this rate

assessment The

case is consistent with Decision No. 68487.

Ms. Aldridge's testimony provides additional detail

within-

grade

related to the post test year wage increases,

wage adjustment, expiring

amortizations, and the property tax assessment ratio.

CCNC I and new

MAJOR REASONS AND UNDERLYING CAUSES FOR THE DEFICIENCY

Q. Please identify the major reasons and underlying causes

for Southwest's revenue deficiency in Arizona.

A. 14 There are six major underlying causes for Southwest's

present revenue deficiency: 1) average

service

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22 111.

23 14

24

25

26

27 residential usage ; 2) the loss o f

declining

general
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4) Company's

"overall cost of capital" compared to what is currently

authorized; 5) the Company's request for inclusion of the

customers who were taking service at the end of the 2004

3) increased expenses; therate case;

costs related to the management incentive plan (MIP) and

supplemental executive retirement plan (SERP); and 6) the

costs resulting from changes in rate base (gas plant net

of depreciation and other rate base items, such as

finance, depreciation, property tax interest

customer deposits) net of new customer revenue derived

from the customer-related portion of rate base.

and o n

Q. 15 How does declining average residential usage cause a

revenue deficiency?

A. 15 At the time a rate case is filed, the Company proposes

and ultimately the Commission establishes a COS that is

deemed to be appropriate for the development of rates

that each customer class will be charged. I n most

instances,

class.

a fixed and variable rate is developed to

recover the revenue responsibility allocated to each rate

The theportion of revenuedesigned

responsibility recovered through the fixed component is

predicated on the number of customers requesting service.

The portion responsibility is

designed to be recovered through the variable component

is predicated on volume (therm) level used in the test

Failure to sell the

o f the revenue that

1

2

3

4

5

6

7

8

9

10

11

12 IV I DECLINING AVERAGE RESIDENTIAL USAGE

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27 year . average therm level will
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create a revenue deficiency that is not caused by an

Q. 16

increase in costs.

How does the Company determine the revenue deficiency

component resulting from residential declining average

use?

A. 16 The Company calculates this deficiency by comparing the

customer utilized to establish its

current rates to the average customer use experienced

during the test year in the current rate case times the

average use per

authorized revenue usage rate. Only the customers that

were included in the previous rate case are used in this

calculation. Customers added subsequent to the end of

Q. 17

the test year used to establish rates in the Company's

last rate case are excluded.

What is the impact of the decline in average residential

usage per customer on the revenue deficiency in this rate

case?

A. 17 In his prepared direct testimony, Company witness Jamie

Cattanach residentialstates

customer declined 15 terms

that average usage per

(from 347 terms to 332

terms) since Southwest's 2004 general rate case.

therm reduction results in an $8.00 per customer revenue

x $.53 per therm average revenue

The 15

shortfall (15 terms

The 2004rate) . rate case contained approximately

1

2

3

4

5

6
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8

9

10
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14
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16

17
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19

20

21

22

23

24

25

26

27

822,000 residential customers. The $8.00 per customer

shortfall equates to a $6.5 million annual reduction in

residential authorized revenue recovery due to declining
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average residential use. Accordingly, if the Company did

not add a single customer, and incurred no additional

costs above those authorized, the Company would still be

deficient by $6.5 million.

GENERAL SERVICE CUSTOMERS

Q 18

A. 18

what impact does the general service customers no longer

taking service since the last rate case have on the

current deficiency?

In the Company's 2004 rate case, the general service

class (Small, Medium & Large) revenue responsibility was

spread to 39,740 customers who were taking gas service

on August 31, 2004. In the current proceeding, which is

based on a test year ended April 30, 2007, the Company

served 40,092 general service customers, which is 352

more than the number of customers served at the end of

the test year used to establish rates in the 2004 rate

Although the Company is providing service to 352

more customers, there are two underlying events in play.

One is that 2,442 general service customers in the

current rate case first began taking service subsequent

to the end of the test year in the 2004 rate case. The

second is that 2,090 general service customers left the

system after the 2004

case.

customers o f

rate

30,

case and are no longer

2007. The revenue

for

1
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5 v.
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as April

responsibility assigned to these 2,090 customers,

recovery through the basic service charge and commodity

rate, has been lost. When applying the average revenue
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per customer from the last rate case, the Company was

expected. to recover approximately $4.3 million of the

designed responsibility from 2,090

customers. Accordingly, if the only change from the last

general rate case was the loss of the 2,090 general

service customers, the Company' s revenue deficiency would

be $4.3 million as a result of general service customer

attrition.

revenue these

Q. 19 Does the revenue realized from the 2,442 general service

customers added since the last rate case offset the

deficiency resulting from the 2,090 customers that are no

longer taking service?

A. 19 no.

new capital was required.

included derivation

In order to serve the new general service customers,

The new capital was not

ini n the o f rates the last

proceeding.

new customers is required to offset the new costs that

result from providing the "incremental" f abilities to

serve new customers. As long as the incremental revenue

is equal to, or greater, than the incremental cost of

The "incremental" revenue received from the

serving the new customers,

The addition of new customers and

the new customers do not

create a deficiency.

the loss of previously-served customers are separate

events which independently impact the revenue deficiency.

EXPENSES

Q. 20 What is the increase in expenses since the last general

1

2
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8

g
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26

27 rate case?
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A. 20 Excluding SERP and MIP, the expense level requested in

this proceeding is approximately $21 million higher than

the amount used to establish rates in the 2004 rate case.

The $21 million increase can be grouped into three major

labor directly charged to Arizona andcategories:

the

now a

case I

1)

corporate system allocable; 2) employee benefits,

primarily basic retirement plan (BRP) and medical claims;

and 3) expenses other than labor and employee benefits.

Please discuss the expense increase due to labor.

The labor cost in this proceeding is approximately $6.3

million, or 8.9 percent greater than amount

authorized in the last general rate case. In the 2004

rate case, the Company requested, and the Commission

approved, the Company's annualized labor at August 2004

adjusted for the impact of the June 2005 post test year

wage increase. The Company's 2004 rate case did not

include the cost related to the June 2006 wage increase

because it was not known and measurable until after rates

from the 2004 rate case went into effect. As a result,

the cost related to the June 2006 wage increase is

component of the revenue deficiency in the current rate

On May 5, 2007, the Company's Board of Directors

approved a three percent general wage increase. The test

year labor requested by the Company proceeding

includes the annualized labor as of April 2007, adjusted

for the impact of the approved. May 2007 general wage

In addition, the Company included. the cost

in this
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27 increase I
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related to the anticipated second quarter 2008 wage

Rates in this proceeding are not anticipated

to go into effect until the fourth quarter of 2008.

increaseI

Thus, the actual second quarter 2008 wage increase will

be known and measurable prior to the effective date of

rates pursuant to this proceeding.

labor cost of the 2007 and 2008 wage increases reduces

Inclusion in the

Q. 22

the impact of regulatory lag and is consistent with the

Commission's decisions in Southwest's prior rate cases.

What is the increase in employee benefits since the last

A. 22

benefits cost component i s

Most o f the increase i s due t o the

general rate case?

The Company' s requested expense includes an employee

that approximately $7.8

million higher than the level authorized in the last

general rate case.

BRP million ) and medical claims

The remaining $1.9 million

Q. 23

1
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A. 23

(approximately $3.9

(approximately $2.0 million).

is related to the labor loading on higher wages. company

witness Randi Aldridge supports the annualized labor

calculation and benefits adjustment and describes the

components of employee benefits in more detail.

Please discuss the increased. expense related to costs

other than labor and employee benefits.

The increase in expense related to costs other than labor

and employee benefits is $7 million. Factors 'impacting

non-labor related costs include inflation, safety, code

In this proceeding, thecompliance and customer growth.
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Company serves 958,542 customers compared to 863,474

customers in the last rate case.

95,068

approximately 11 percent, which accounts for a significant

portion of the $7 million.

includes more customers,

The current rate case

ofa n increase

COST OF CAPITAL

Q. 24

A. 24

What is the impact on the deficiency related to the

Company's request for a higher level of, and a Fdgher

return on, common equity?

The Company requests that the Commission establish rates

resulting in a 9.45 overall rate of return, or 105 basis

points higher than the 8.40 percent approved in the last

rate case. In this proceeding, the Company requests

rates be established using a 45 percent common equity

weighting (40 percent approved in the last rate case) and

11.25 percent return on common (9.50 percent approved in

the last rate case) . Company witness Theodore Wood

presents testimony supporting a 45 percent level of

common equity weighting and the cost

preferred. Company witness Frank J. Hanley presents

testimony supporting an 11.25 percent return on common

The combination of the above cost of capital

of debt and

equity.

proposals increases the

approximately $20.6 million.

Company' s deficiency by

MIP AND SERP

1
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6  V u .
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25 VIII.
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27

Q 25 What is the impact on the deficiency related to the

Company' s request for the inclusion in rates of the cost
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of MIP and SERP.

A. 25

Q. 26

A. 26 No.

The

RUCO was

Q. 27

The cost of MIP and SERP is $2.0 million and $1.6

million, respectively.

Was the Commission's ruling in the Company's 1999 and

2004 rate cases regarding the inclusion of MIP and SERP

in the COS the same?

The Commission ruled differently on the MIP and the

SERP in the 2004 rate case and the 1999 rate case (Docket

No. G1551A-00-0309).

In the 1999 rate case, the Commission removed the

cost of two of five factors used to calculate the MIP and

allowed 100 percent of the remaining three factors.

Commission rejected the Residential Utility Consumers

Organization (RUCO) proposal to disallow cost recovery of

50 percent of MIP expense. In the 2004 rate case,

however, the Commission accepted a similar proposal to

remove 50 percent of the MIP expense.

In the 1999 rate case the Commission rejected a

RUCO proposal to remove 100 percent of SERP expense and

ruled that it was appropriate to recover 100 percent of

SERP expense. In the 2004 rate case, the Commission

adopted RUCO's proposal to disallow 100 percent of SERP.

The justification provided by essentially

identical in both the 1999 and 2004 rate cases.

the Company provide witness supporting

reasonableness of Southwest's MIP and SERP costs?

Does a the

1
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27 A. 27 Yes, Company witness Laura Hobbs provides testimony
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that

compensation is reasonable.

showing Southwest's management /executive

RATE BASE AND REVENUE OFFSET

Q. be What is the impact on the deficiency related to rate base

A. 28

Q. 29

changes?

The deficiency is $6.2 million.

Please discuss the changes in rate base components since

the end of the test year in the Company's last general

rate case.

A. 29 Since the last rate case (September 2004 through April

increased $172.1rate2007), base by approximately

million (Commission authorized rate base is approximately

requested amount of

The $172.2 million rate

million compared to

approximately $1,094.8 million) .

base increase

$922.7 the

is the net of an approximately $212.1

million increase of net gas plant in service offset by

approximately a $40 million credit increase in the other

rate base items.

The ofincrease was the resultnet plant

approximately $371 million of transfers to gas plant in

offset millionservice by $149.6 i napproximately

depreciation and amortization expense.

of transfers include both revenue and non-revenue capital

The $371 million

expenditures.

The $40 million increase in other rate base items

1
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3 Ix.
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27

is the net of approximate credit increases in deferred

taxes ($7.1 million), customer advances ($30.8 million)
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($8.0 million)and customer deposits

approximate debit increases

($3.2

exceeded by the

in materials and supplies

and($-9 million) cash

Q. 30

A. 30

million) , prepayments

working capital ($.7 million).

What costs result from the increase in rate base?

approximate $172.1

increase in rate base is $18.8 million when the pre-tax

authorized return is applied.

The cost to finance the million

property

The resulting increases in

andtax interest o ndepreciation expense,

customer deposits are approximately $13.1 million, $1.0

million and $0.5 million, respectively. The total cost

related to the increase in rate base is approximately

Q. 31

$33.4 million.

What is the offsetting new revenue from the revenue-

producing portion of capital incurred since the last rate

case?

A. 31 Decision no. 68487 authorized a $49.3 million revenue

present

increase to the $322.8 million revenue at the then-

$372.1rates, resulting in million revenue

requirement . The revenue at present rates i n this

proceeding

million greater.

is $399.3 million o r

Q. 32

approximately $27.2

The approximate $33.4 million rate base

related cost exceeds the approximate $27.2 million net

increase in revenue by approximately $6.2 million.

Why do you refer to the $27.2 million as the net increase
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27 A. 32

in revenue?

The $27.2 million is the change from the revenue at
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present rates i n this the

case c

therm use.

resulted

Q. 33

A. 33

1
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27

proceeding to authorized

revenue resulting from the Company's last general rate

Earlier in my testimony I addressed the decline in

residential revenue resulting from the decline in average

I also discussed the lost revenue that

from general service customers leaving the

system since the last rate case. The authorized $372.1

million revenue requirement would only be realized by the

Company if the residential customers requesting service

at the end of the 2004 rate case test year, on average,

were to use 347 terms. The $372.1 million amount also

presumed that all general service customers would remain

on the system. If Southwest did not add a single

customer since the last rate case, the $372.1 million

authorized revenue would have declined by approximately

$10.6 million ($6.5 million Residential plus $4.3 million

General Service) to approximately $361.5 million. If the

approximately $399.3 million revenue at present rates is

compared to the $361.5 million, then the increase due to

new customers requesting service since the last rate case

is approximately $38.0 million.

What is the deficiency impact of the new customer revenue

and the costs related to changes in rate base?

Exhibit No. (RAM-1) provides a summary of the new

revenue and rate base related cost that occurred since

the end of the test year in the 2004

approximate $38.0 million of new revenue exceeds the

rate case. The

Form No. 155.0 (03/2001)Word
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9 x. RATE CASE ADJUSTMENTS

10

11

12
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14

15

16

17

18

19

20

21

22

23

24

25

26

27

$33.4 million cost of new rate base creating a reduction

in deficiency of approximately $4.6 million.

Although cash outflow resulting from capital investment

adds significant additional cost, these costs have been

offset by the cash inflow due to depreciation expense,

the aggressive management of other rate base items, along

with the revenue acquired from the new customer portion

of capital.

the

Q. 34 Please explain Adjustment No. 8, Leak Survey and Repair.

A. 34 Adjustment No. 8, Leak Survey and Repair, reduces test

year accelerated leak survey and leak repair expense

related to both Aldyl A and Aldyl HD pipe by a percent

calculated using the 40-year criteria adopted by the

Commission in Decision No. 68487.

The year 2008 percentage is used to calculate

Adjustment No. 8, and is consistent with the proposal

approved by the Commission in the Company' s 2004 general

rate case.

Q. 35 Has the Company written-off a portion of the capital

expenditures required to replace Aldyl A and Aldyl HD

using the 40-year criteria ordered by the Commission?

A. 35 Yes. The Company prepares a journal entry each quarter

which calculates the appropriate amount of replacement

expenditures that need to be written-off and excluded

from rate base. For the current rate application, the

Company prepared a journal entry in April 2007 in order

Form No. 155.0 (03/2001) Wand
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Q. 36

A. 36

The t o

Q. 37

A. 37

Q. 38

1

2
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A. 38

to ensure that the recorded plant on the books as of

April 2007 complies with prior Commission decisions.

Please explain Adjustment No. 9, Surcharge Adjustments.

Adjustment No. 9 removes from Account 407.3, Regulatory

Amortizations, the recorded test year expense for: 1)

Research and Development (R&D) ; 2) Demand Side Management

(DSM) ; and 3) the Transmission Integrity Management

Program (TRIMP) . adjustment also transfers

distribution maintenance expense the amount removed from

Account 407.3 for TRIMP.

Please explain why R&D and DSM expense recorded in

Account 407.3, is removed from the COS?

Decision No. 68487 directed the Company to fund annually

$688,712 in R&D and $4,385,000 in DSM. The Commission

also provided recovery through specific surcharges and

balancing account mechanisms. The expenses resulting

from funding R&D and DSM are recorded in Account 407.3.

The Company proposes to continue funding both R&D and DSM

in the same manner as set forth in Decision No. 68487.

The surcharge revenue recorded during the test year is

not included in the revenues at present rates; therefore,

it is appropriate to remove the related expense.

Please explain why TRIMP expense recorded in Account

407.3 is removed from the COS?

Decision. No. 68487 provided for the recovery of fifty

(50) percent of TRIMp-related cost through a surcharge

and balancing account mechanism. The expense resulting

Form No. 155.0 (03/2001) ward
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from funding 50 percent is recorded in Account 407.3 and

the remaining 50 percent of the TRIMP cost is charged to

Account 887, Maintenance The TRIMp-related

is appropriate

addition, the Company proposes to discontinue recovering

50 percent of TRIMP cost through a surcharge and to

recover the test year TRIMP-related expense in Account

887 in base rates. Adjustment No. 9 removes the TRIMP

cost recorded in account 407.3 and transfers it to

Account 887.

of Mains.

surcharge revenue recorded during the test year is not

included in the revenue at present rates, therefore, it

the related expense.t o remove I n

Q. 39

A. 39

Q. 40

What account has the Company used to record the balancing

of TRIMP expense incurred and revenues recovered?

The Company charges 50 percent of the TRIMP cost incurred

and the related surcharge revenue billed to Account

182.3, Regulatory Assets.

When does the Company propose to cease charging expense

to Account 182.3 and discontinue the TRIMP surcharge?

A. 40 The Company proposes to cease

expense to Account 182.3 the month the proposed new rates

take effect. will discontinue once the

charging TRIMp-related

The surcharge

deferred balance in Account 182.3 reaches zero.

Q. 41

1

2

3

4

5

6

7

8

g
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A. 41

Explain why the Company proposes recovering all of its

TRIMP-related costs in this proceeding?

TRIMp-related maintenance costs are incurred as a result

of the Federal Pipeline Safety Improvement Act of 2002

Fof'm No. 155.0 (03/2001) Word
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Q. 42

A. 42

(2002 Act) . Every gas utility subject to federal

regulation must comply with the provisions of the 2002

Act. Southwest is not aware of any other gas utility in

the nation that must comply with the provisions of this

act that is not recovering 100 percent of the prudently-

incurred cost of compliance. In fact, in the last UNS

Gas rate case processed in 2006, neither UNS Gas nor any

party to the proceeding proposed an adjustment limiting

the recovery of TRIMp-related costs. Likewise, neither

UNS Gas nor any of the parties to the proceeding proposed

a surcharge mechanism to recover any of the TRIMp-related

costs. The 2002 Act is only one of many federal, state

and local safety regulations that must be complied with

by any gas utility that provides natural gas service.

Based on the foregoing, the Company believes it is fair

and reasonable that 100 percent of the test year recorded

TRIpp-related cost be recovered in base rates.

Please explain Adjustment No. 10, Injuries and Damages.

Adjustment No. 10 adjusts the recorded self-insured

accruals charged to Account 925 during the test year to a

Q. 43

A. 43

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

normalized level.

Please describe the types of charges included in Account

925, Injuries and Damages.

Account 925 includes four types of charges: 1) insurance

premiums; 2) the reserve for the self-insured portion of

l i ab i l i t y claims; 3) legal and other related expenses

necessary to defend and 4)process claims; and worker

Farm No. 155.0 (03/2001)Word
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Q. 44

compensation claims.

What is the level of self-insurance that the Company has

at the end of the test year.

A. 44 The Company is self-insured for up to $1.0 million of

To the extent that a

excess

claims expense for each occurrence.

specific claim exceeds $1.0 million, the Company is self-

insured for the over $1.0 million up to an

Once $5.0 million

aggregate is reached, any amount paid above the $5.0

million is the responsibility of the insurance carrier.

aggregate o f $5.0 million. the

The $5.0 million aggregate can be the result of layouts

from more than one incident.

Q. 45 Please the accounting for the self-insured

A. 45

Account and a credit t o

explain

portion of liability claims.

When an incident is identified that may require payment

the Company accrues the estimated payment as a self-

insured retention expense. The entry is a debit to

925, Injuries and Damages,

Account 228.2 Accumulated Provision for Injuries and

Once the outcome of the claim becomes final,

any costs paid are charged against the accrual in Account

228.2. If the amounts paid are different than the amount

accrued, then the net difference is removed from Account

Damages I

1
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7
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Q. 46

228.2 and charged back against Account 925.

Given the method used to account for the self-insured

portion of liability claims, does the test year expense

reflect on-going operations?
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A. 46 Because of the nature of this process, it is not unusual

to have fluctuations in the net charges to Account 925

from period-to-period. This can result in an amount in

925any recorded period Account

representative of on-going operations.

i n not

Q. 47

being

In f act, the

recorded test year expense was a net credit of $567,165.

The credit resulted front the net accruals to previous

claims exceeding accruals for new claims. The Company

uses a ten-year average of these fluctuating amounts to

normalize this expense for ratemaking purposes.

Is the accounting and normalization method described

above consistent with prior proposals and

Commission decisions?

Company

A. 47 Yes. The accounting described above is consistent with

every Southwest rate case filed before the Commission for

at least twenty years.

of normalization were

Decision No. 68487.

The 10-year period and the method

approved by the Commission in

RATE BASE

Q. 48

A. 48

1
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4
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8

g
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What is the fair value and original cost rate base that

Southwest requests be approved by the Commission?

Southwest proposed and supports a fair value rate base of

$1,469,159,432. The fair value rate base was determined

by giving equal weight (50/50) to the original cost rate

base of $1,094,814,020 and the reconstruction cost new

rate base of $1,843,505,043. Schedule B-1 is ea high-

level summary of the various components that comprise
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rate base. Rate base is presented on this schedule at

reconstructionoriginal cost, cost new, and a t f air

value. All measurements were performed f o r the twelve

months ended Apr i l  30 , 2007. D e t a i l s  o f  t h e  v a r i o u s  r a t e

base components can be found i n Schedules B-2 through

B-6.

Q . 4 9

A. 49

non-revenue

producing CCNC that resides in construction work-in-

progress, along with an adjustment to System Allocable

Miscellaneous Intangible Plant (to synchronize the plant

with the adjustment to System Allocable amortization

expense in Adjustment No. 14) . This consists of two

components: a direct Arizona component of $2,976,115 and

Is the company proposing any adjustments to the recorded

rate base amounts at April 2007?

Yes, Adjustment No. 17, CCNC, adds to rate base the

recorded of April 2007 ofamounts a s

Alloca ble (a f t e r o fa System

$1,373,330.

Adjustment Nos .

component 4-Factor)

Company witness Ms. Randi Aldridge discusses

14 17 inand he r prepared d i r e c t

Q. 50

testimony.

Please describe and explain Southwest' s Schedules B-3 and

B-4.

1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

2 7

A . 5 0 Schedu le  B -3  i s  a  summary  o f  t he  r e cons t ruc t i on  cos t  new

study. The  schedu le  con t a ins  bo th  t he  d i r e c t  and  Sy s t em

A l l o c a b l e  p l a n t  a s s i g ne d  t o  A r i z o na . The development of

the r e cons t r u c t i on  c o s t  ne w  da t a i s u t i l i z e d  t o  d e v e l o p

the f a i r  v a l u e  r a t e  b a s e  a s  t r a d i t i o n a l l y  c a l c u l a t e d  b y
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the Acc.

in Schedule B-4.

The detail supporting Schedule B-3 is contained

Schedule B-4 contains the Handy-whitman

indices that were used to trend original cost plant to

obtain the data, thereconstruction cost new and

reconstruction cost new data by vintage year, by FERC

account I

Q. 51 Please describe and explain the items of other rate base

items contained in Southwest's Schedule B-5 and B-6 that

A. 51

Q. 52

do not use the end of test year balance?

Schedules B-5 and B-6 contain four items that employ the

thirteen-month average balance method for inclusion in

rate base: 1) materials and supplies: 2) prepayments; 3)

customer advances for construction: and 4) customer

deposits. The use of the 13-month average balance as the

method of calculation has been used and accepted by this

Commission in many past rate cases.

Please describe and explain the other items contained in

Schedule B-5 and B-6 that do not employ the 13-month

A. 52

average balance method?

The cash working capital allowance and the accumulated

balance of deferred income taxes do not use the 13-month

1
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27

average balance method of calculation.

The cash working capital allowance is determined

through a comprehensive lead-lag study.

the lead-lag study,

invoice over $10,000 processed during the test year.

Company also examined every gas invoice processed during

In performing

Southwest examined every non-gas

The
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Q. 53

A. 53

the test year regardless of the expense level. As a

result, approximately 80 percent of total adjusted

operating expenses were reviewed to determine the net lag

attributable to operating expenses.

The April 2007 balance of accumulated deferred

income taxes is used for the inclusion in rate base. The

end of test year balance, rather than the 13-month

average balance has been used and accepted by the

Commission in many past rate cases.

Does this conclude your prepared direct testimony?

Yes, it does.
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Appendix A
Page 1 of 2

SUMMARY OF QUALIFICATIONS
ROBERT A. MASHAS

I graduated from the University of Texas at El Paso

in Wilkes College in Wilkes-Barre, Pennsylvania with a

Bachelor of Science degree in Management, with an Economics

Masterconcentration. I received a of Business

Administration degree from Shippensburg State College in

Shippensburg, Pennsylvania. I am a member of the American

Institute of Certified Public Accountants.

joining

positions as a staff accountant (one year) with Marriott

Prior t o Southwest i n 1984, held a

Corporation,

Regulatory Commission

and a s a senior

auditor (five years) with the Federal Energy

(FERC) Office of Chief Accountant,

auditor (one Public Service

Commission (PSCN)

Utilities Commission of Nevada (PUCN) .

o f Nevada now

year)

known a s the Public

a t the FERC included conducting audits

oil

My responsibilities

of natural gas

fortransmission, electric and companiespipeline

compliance with the Uniform System of Accounts,

and decisions of the FERC.

rate orders

My responsibilities at the PSCN

included the examination of the books and records of gas,

electric, and water utilities, as well as testifying as an

expert witness.

a s a

I joined the Rate Department of Southwest,

Incost 1985,

In 1992,

I was promoted

in 1984,

toanalysis •

Manager/Revenue Requirements . I was promoted to



Appendix A
Page 2 of 2

planning

Director, Revenue Requirements and Resource Planning, and

in 1998, with the regulatory requirements

reduced, my focus was

for resource

revenueprimarily

requirements. During my more than twenty years overseeing

the Revenue Requirements Department, I have either directly

indirectly prepared and participated,

witness, in every Southwest Gas and Paiute Pipeline general

rate case since 1986. I have also represented the Company

and

o r a s a n expert

i n numerous dockets that addressed accounting

regulatory issues.
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Southwest Gas Corporation
Docket No. G-01551A-07-

BEFORE THE ARIZONA CORPORATION COMMISSION

Prepared Direct Testimony
of

RANDI L. ALDRIDGE

INTRODUCTION

Q.

A.

1

1

Please state your name and business address.

is Randi L. Aldridge. My business address is

2Q.

A. 2

3Q.

A. 3

my name

5241 Spring Mountain Road, Las Vegas, Nevada 89150.

By whom are you employed and in what capacity?

I am employed by Southwest Gas Corporation (Southwest or

the Company) as Supervisor/Revenue Requirements.

Please describe Appendix A.

describesAppendix

background.

A my educational and business

Q. 4 Have you previously testified before any regulatory

commission?

A. 4 Yes, before Arizona

theCommission o r the

the

Commission) ,

Corporation

California

Public(CPUC)

Utilities Commission of Nevada (PUCN).

Public

(Acc

Utilities Commission and the

Q. 5 What is the purpose of your prepared direct testimony in

A. 5

this proceeding?

First, I describe the Company's natural gas operations,

Then I explain how the Company determines whether Costa

to one more ratemakingo r

1

2

3

4

5

6 I.

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

are assigned

jurisdictions

directly

or allocated to all rate jurisdictions,
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along with a description of the allocation methodologies

Southwest uses to allocate common costs. Next, I

explain the rate case adjustments that I am sponsoring.

Finally, I describe how the Company has complied

with the Commission's directive in Southwest's last

Gas Association and a detailed

general rate case to: 1) address how Southwest and its

customers benefit from the activities of the American

2) provide

areexplanation of

"sales, marketing, or promotional activities" of certain

employees and offer a reasonable allocation of wage

(AGA) ;

the duties that associated with

expense consistent with those duties.

DESCRIPTION OF NATURAL GAS UTILITY OPERATIONS

Q.

A.

6

6

Please describe Southwest's natural gas operations.

Southwest is primarily a natural gas local distribution

company, providing service to over 1.7 million customers

in three states. At the end of the test year, Southwest

served over 945,000 customers in Arizona, o r nearly 54

percent of its total customer base.

(8) ratemaking jurisdictions subject to the regulation

of the Acc, the PUCN, the CPUC, and the Federal Energy

These

Southwest has eight

Regulatory Commission eight

jurisdictions are as follows: Arizona, Southern Nevada,

(FERC). ratemaking

Northern Nevada, Southern California, Northern

1

2

3

4

5

6

7

8

g

10

11

12

13 II.

14

15

16

17

18

19

20

21

22

23

24

25

26

27

California, Paiute Pipeline Company

(Paiute) and Southwest Gas Transmission Company (SGTC).

are divided geographically

South Lake Tahoe,

Southwest's operations

Fem No. 155.0 (03/2001) Word
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I

into five (5) operating divisions: Southern California,

Northern Nevada, Southern Nevada, Central Arizona, and

Southern .Arizona. Each division operates independently

and may include portions of multiple

ratemaking jurisdictions. All divisions are supported by

Corporate staff.

o f the others

JURISDICTIONAL COST RESPONSIBILITY AND ALLOCATIONS

Q. 7 Briefly describe how costs associated with Southwest's

natural operations are treated i n th is rate

A. 7

gas

application.

Both operating and capital costs are incurred at the

division level atand the corporate le ve l . Costs

incurred a t the division level are charged directly t o

the ratemaking jurisdiction incurring the costs. Costs

at the corporate level may be charged to one or more

rate jurisdictions i f the cost/activity was incurred on

its behalf (i.e., "Corporate Direct" costs) . Corporate

costs that are beneficial to a l l of the Company's rate

jurisdictions, tracking

jurisdictional allocation of the costs is burdensome and

o r whe re the of the

not cost justified, are allocated to rate

jurisdictions "common" o r "System Alloca ble "

Q. 8

1

2

3

4

5

6

7 I I I .

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

A. 8

costs).

What do System Allocable costs consist of?

AllocableSystem

administrative and general (A&G) expenses, and the costs

associated with intangible plant (primarily software)

costs are prima rily corporate

Fem No. 155.0(aw)word -3-



and general plant

administrative staff.

used t o support the corporate

Q. 9 How does the Company allocate these common costs to

A. 9

Paiute and SGTC?

Allocable A&G Account 924,System expenses (except

Property Insurance) are first allocated to Paiute and

SGTC using the Modified Massachusetts Formula (MMF) , a

is calculatedFERC-authorized methodology that o n

Schedule C-1, Sheet 18 . Property Insurance is allocated

using an insurable property factor (Workpapers Schedule

C-2) . Paiute is also charged a rental fee for its use

of System Allocable intangible and general plant.

costs allocatedSystem

charged to Paiute are transferred to and recorded on

Allocable that are and

Paiute's books monthly. Consequently, System Allocable

A&G expenses shown on Southwest's books are net of the

allocations to Paiute.

property factor, charge were

recalculated using end of test year data. The resulting

pro forma adjustment is presented in Adjustment No. 12,

which is discussed in more detail later in my testimony.

For this rate application, the MMF, the insurable

and the Paiute rental

Q. 10 After System Allocable costs are allocated to Paiute and

how are the costsSGTC, remaining allocated t o

Southwest's retail ratemaking jurisdictions?

A. 10

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

Property Insurance costs are allocated to each retail

ratemaking jurisdiction using the S are insurable
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Q.

A.

11

11

property factor discussed previously, and the remaining

System Allocable costs are allocated using the 4-Factor

allocation methodology as described below.

Please describe the 4-Factor Allocation Methodology.

weighted components:

The 4-Factor is based on the average of four equally-

(b)(a) direct operating expense;

average gross plant; (c) direct operating labor; and (d)

average number of customers. The 4-Factor has been used

for ratemaking purposes by Southwest since the 19503,

o fand been accepted b y each

Southwest's jurisdictional state regulatory commissions.

Schedule C-1, Sheet 17 provides the development of the

4-Factor allocation percentages for the test year.

has and approved

RATE CASE ADJUSNMNTS

Please the are supporting,

Arizona Staff

1

2

3

4

5

6

7

8

g

10

11

12

13

14 Iv.

15 A. Adjustment No. 3 - Labor

16

17

18

19

20

21

22

23

24

25

26

27

Q. 12 explain adjustments you

starting with Adjustment No. 3, Labor.

A. 12 Adjustment No. 3 annualized the labor and related labor

loadings of and Corporate employees

employed by the Company at April 30, 2007.

The labor and labor loading annualization adjustment

includes three components. First, a salary annualization

is made for all Arizona and Corporate Staff employees at

salaries in effect at the end of the last pay period

prior April 30, Secondly,

annualized labor loadings at the end of the test year

and applies those costs to the employees on Southwest's

beginning to 2007.
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I

Q.

A. 13

payroll at the end of the test year. Finally, the labor

adjustment reflects the actual three percent general

wage increase effective June 25, 2007, an estimated

three percent general wage increase to be effective in

June 2008, along with additional wage increases as a

result of within-grade movement during the twelve months

subsequent to the end of the test year (i.e. through

April 2008).

13 Why is it appropriate to adjust labor expense for the

2007 and 2008 wage increases and within-grade movement?

Under current Commission guidelines for processing major

rate applications, it is expected that the hearing in

this proceeding will not be conducted before June 2008.

Historically, the

increases effective

has generalCompany granted wage

each June after being approved. by

the Company's Board of Directors in May. Therefore, the

year 2007 wage increase is known and measurable, and the

2008 wage increase and post-test year within-grade wage

increases will be known and measurable prior to the

hearing in this proceeding. As such, Staff and other

interveners will have an opportunity to verify and

increase and post-test2008 wage year

Q. 14

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

A. 14

quantify the

within grade movement.

Does this post-test year adjustment violate the matching

principle?

No. This adjustment only applies to employees on the

payroll at April 30, 2007, the end of the test year. It

F0*fM No. 155.0 (03/2001) Word
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2007 to

does not apply t o any employees hired after April 30,

meet customer growth, changes t o work

requirements, etc. Therefore, the number of employees at

the  end of  the  tes t  year  i s synchronized with test year

they This adjustment simply

recognizes the fact that by the t ime the rates from thi s

docket become test year customers w i l l be

customers that serve I

Q. 15

A. 15

effective,

served by test year-end employees who, on average, will

be paid over six percent more than the wages in effect

at the end of the test year.

Have previous Commission rulings iJ1 the Company' s rate

applications addressed this adjustment?

Yes. The Commission has consistently allowed Southwest's

post test year wage recently,

Decision No. 68487, the Commission found that the "...wage

increase should be allowed because it is a known and

increases Most i n

measurable expense that is being incurred by the Company

on a going-forward basis. Because the post-test year

were

wage increase has been applied only to

theemployed test year,

employees who

there is n oduring

resulting mismatch of revenue and expenses.

please describe the labor loading process.

ll

Q.

A.

16

16 Pensions, benefits and payroll taxes are accumulated at

the corporate level. These costs are then distributed

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

amongst

loading process.

the various jurisdictions a

The labor loading rate is adjusted at

through labor

the beginning of each year, based on budgeted pensions,
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benefits,

levels.

and taxes and expected employee

applies the labor

assigning

appropriate amount of pensions, benefits, and payroll

taxes to each account to which labor has been charged.

loa ding rate

pa yroll

The la bor loa ding proce s s

la bort o e a ch dolla r, a n

Q 17

A. 17

How were labor loadings for Arizona and Corporate Staff

employees annualized?

For benefits with premiums or regular monthly payments,

I used the amount recorded in April 2007 times twelve

months to more accurate ly  ref l ect current expenses.

there were thi rteen payments during the test year for

any item, the extra payment was removed. For pensions,

post employment benefits other than pension (PBOP) , and

supplemental executive retirement plan (SERP) ,

Southwest's uses the most recent actuar i a l studies as

Thethe basis for the labor loading annualization.

inCompany the

Benefits account from the cost of service, such as costs

related to service awards, employee events, and employee

remove s certain costs Miscellaneous

recognition, consistent with prior Commission decisions.

addition,I n taxes and indirect t me were

adjusted

overtime.

pa yroll

the impact and

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

year

annualization.

test

for of annualizing payroll

For remaining costs in Account 926, recorded

basis thecosts we re used a s the for

There are two methods used to allocate labor loading

costs to Arizona. First, the cost of pensions, PBOP,
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executive and

are

compensation, employee

allocated based on each

of total

SERP ,

investment plan

jurisdiction's

deferred

(401k)

labor cost a s

Second,

a percentage

for the remaining benefits, a

test cost was

Company labor.

cost per employee was calculated based on adjusted cost

divided by the average number of total Company employees

during the year. The per employee

multiplied by the number of jurisdictional employees at

end of the test year to determine thethe amount

Q. 18 Once

allocated to Arizona for ratemaking purposes.

the annualized and labor loadings were

A. 18

labor

calculated, how was the adjustment determined?

The annualized labor and labor loadings were assigned to

historical testeach account based o n the

For test

year

relationships. example, during the year,

approximately 80 percent of Arizona direct labor and

loadings were charged to and maintenance

Arizona direct

andoperations

between the annualized labor and loadings assigned to

the O&M accounts and recorded labor and loadings is the

adjustment for that account. As approximately 80 percent

of the annualized Arizona direct labor and loadings were

operations

(O&M) accounts. Therefore, 80 percent of the annualized

labor and loadings were

accounts.maintenance The

assigned to

difference

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

assigned to O&M, the remaining 20 percent was assigned

and does not impact

in this rate

to capital and deferred accounts,

the revenue requirement requested

Hmm No.155.0 (03/2001) ward -9-



application. A similar i s for

corporate

determine the adjustment required.

annualized

assignment

labor

performed

and loadings

1

2

3

4 B. Adjustment No. - Customer Billing4

Q.

A.

19 Please explain Adjustment No. 4, Customer Billing.

19 Adjustment No. 4 annualized costs associated with the

customer billing function, such as b i l l s tock, toner ,

envelopes, and postage, to account for the difference

between recorded and annualized bills.

This annualization a ls o takes into account the

recent increase i n postage o f two cents per p iece o f

f i r s t c l a s s ma i l , which was e f f e c t i v e May 14,

Southwes t  app l ied  th is  inc rease  to  the  annua l i zed  number

2007.

o f adjustment

Southwest's proposal in i ts most recent general rate

bills. S uch a n i s cons is ten t with

case, which was approved by the Commission.

Q. 20 Please e xpla in Adj vestment No. 5, Mis ce lla ne ous

A. 20

the t e s t ye a r for which Southwest i s not

Adj ustments .

Adjustment No. 5 i d e n t i f i e s a number o f items recorded

dur ing

request ing recovery i n t h i s proceeding.

removed from the cost o f serv i ce are

The amounts

account in Schedule C-2, Adjustment No.

summarized b y

and the5,
. m Sngactl0tea

5

6

7

8

9

10

11

12

13

14

15

16

17 c. Adjustment No. 5 - Miscellaneous Adjustments

18

19

20

21

22

23

24

25

26

27 D. Adjustment No. 6 - Vehicle Compensation

supporting workpapers

removed by type of cost.

ca tegor ize the
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Q. 21

A.

Please explain Adjustment No. 6, Vehicle Compensation.

21 Adjustment No. 6 removes the cost of Company vehicles

related to personal use from test year expenses.

consistent with Southwest's proposal i n

This

adjustment i s

i ts most recent general  rate case, which was approved by

the Commission.

22

Q- 22 Please explain Adjustment No. 7, Out-of-period Expenses.

A. Adjustment No. 7, Out-of-Period Expenses, adjusts  tes t

year expenses for payments made to two vendors.

The payments made to the f i rst vendor were charged

to the Southern Nevada jur i sdi ct i on in  error during the

test year, but the correct ing journal  entry moving these

charges to the Arizona jurisdiction was made subsequent

to  the  end o f  the  tes t  year . This adjustment adds

correcting journal  entry to test year expenses.

A reclassi f i cat ion journal  entry was made during the

test year for payments made to a second vendor, reducing

the

tes t  year  expenses  to  correc t  an  e rror  for  an  expense

Thistha t pr i o r

adjustment reverses the reclassi f i cation journal  entry.

Which transact ions were rev iewed for the Out-of-Period

was incurred t o the test year .

Q. 23

A. 23

Expenses adjustment?

A l l Arizona jur i sd i c t i ona l expenses

were evaluated to determine whether

1

2

3

4

5

6

7 E . Adjustment No . 7 - Out-Of-period Expenses

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

necessary. adjustment

Southwest's proposal i n i t s most recent general rate

This i s

exceeding $50,000

an adjustment was

consistent with

Form No. 155.0 (03/2001) word
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case, which was approved by the Commission.

Explain Adjustment No. 11, AGA Dues.

Adjustment No. 11 removes the portion of the Company's

dues to the AGA identified as promotional or lobbying in

with previousnature • adjustment

Commission decisions not allowing the recovery of the

This i s consistent

promotional and lobbying portion of the Company' s AGA

dues.

25 What is AGA?Q.

A. 25 AGA professional

representing 200 natural gas utilities.

the collection, use, and dissemination of natural gas-

related information.

i s a trade and organization

AGA focuses on

Q. 26 In Decision No. 68487, the Commission directed Southwest

to provide more information about the functions of AGA,

and how AGA' s activities benefit the Company and its

iscustomers I Are you the witness who

A. 26 Yes.

sponsoring

testimony responsive to the Commission' s directive?

This topic is discussed later in my testimony in

the "Compliance Items" section.

Q. 27 Please explain Adj vestment No. Paiute/sGTc

Allocation, which previously

10 I

12,

referred i n your

1

2 F. Adjustment No. 11 - AGA Dues

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22 G. Adjustment No. 12 - Paiute/SGTc Allocation

23

24

25

26

27

A. 27

you

response to Question No.

Adjustment No. 12 annualized the System Allocable A&G

amounts allocated to Paiute through the MMF allocation
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methodology, and the insurable property factor, and the

rent revenue that Southwest receives from Paiute for the

test year ended 30, 2007. The supporting

detailedworkpapers

calculations

April

to Adjustment No. show

needed to derive the Paiute

12 the

rent expense

and insurable property factor at April 30, 2007. This

adjustment is consistent with the methodology approved

by the Commission in the Company' s last several rate

cases •

pro

Allocable A&G costs, in order to allocate a portion of

the adjustment to Paiute and SGTC before calculating the

portion that is allocated to Arizona.

in

The annualized MMF allocation factors are also used

the adjustments impactforma that System

Q. 28 Please explain Adjustment No. 13, Rate Case Expense.

A. 28 The Company estimated the incremental costs that would

be incurred to prepare and process this general rate

case and divided this amount by a three-year period,

roughly equal to one rate case cycle, to calculate an

annual amortization to Account 928. The adjustment is

the difference between this new amortization amount and

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15 H . AdjustMent No . 13 - Rate Case Expense

16

17

18

19

20

21

22

23

24

25

26

27

the expense

Company's books during the test year. This adjustment

is consistent with Southwest's proposal in its most

which was approved by the

amount o f rate case amortized o n the

recent general rate case,

Commission.
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Adjustment No . 14 - Depreciation and Amortization Expense

Q. 29 Please Adj vestment No. 14, Depreciation a nd

A. 29 Adj vestment

explain

Amortization Expense.

No . 14 annualized depreciation and

Q. 30

amortization expense based on plant i n service at Apr i l

30, 2007, using currently approved depreciation rates.

The annualization also includes the depreciation and

amortization related to the plant adjustments made i n

Adjustment No. 17, which is discussed in detail later i n

my testimony.

Please explain why

annualize depreciation and amortization expense for the

a n adj vestment i s necessary to

te s t ye a r.

A. 30 This i s necessary t o the

ma ny

adjustment synchronize

depreciation and amortization expense with the plant i n

service at the end of  the test year, as adjusted. Like

u t i l i t i e s , employs depreciationSouthwest a

convention based on the month the plant i s actual l y

placed Southwest begins depreciation

plant the month subsequent to the month i t i s f i r s t

placed i n service, and, i n turn, takes a f u l l month's

depreciation i n the month i t i s removed or ret i red from

in service a o n

1 1.

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

serv i ce .  As  a  resu l t ,  p l ant  that  i s  p l aced i n  serv i ce  or

re t i red af ter the beginning of the test year has a

depreciation recorded on thepa r t i a l year's expense

books of the Company. To al low Southwest the opportunity

i t sto recover reasonable and necessary ope ra ting
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expenses and to

removed/retired

avoid charging customers for assets

service, depreciation

amortization must be annualized based on end of test

from a nd

year plant

accomplishes those objectives,

balances, a s adjusted.

and i s

This adj vestment

c o n s i s t e n t w i t h

the methodology approved

Company's last several rate cases.

by the Commission i n the

15, Property Tax.

annualized

Q. 31 P l e a s e  e x p l a i n  A d j u s t m e n t  n o .

A . 31 Adjustment n o . 15 p r o p e r t y t axe s on t h e

Company's a d j u s t e d inves tment i n  p l a n t a n d  m a t e r i a l s as

o f  t h e  e n d  o f  t h e  t e s t  y e a r . F o r  A r i z o n a  p r o p e r t i e s , t h e

C o m p a n y  d e t e r m i n e s  a n  e s t i m a t e d  f u l l  c a s h  v a l u e  b y  u s i n g

a d j u s t e d  n e t  p l a n t  i n  s e r v i c e  a t  A p r i l  3 0 , 2007, add i n g

m a t e r i a l s and s u p p l i e s , and s u b t r a c t i n g t r a n s p o r t a t i o n

e q u i p m e n t  a n d  l a n d  r i g h t s . T h e  e s t i m a t e d  f u l l  c a s h  v a l u e

i s t h en m u l t i p l i e d by t he 2008 assessment r a t e o f 23

p e r c e n t t o de te rm ine t he as se s sed v a l u e . The a s s e s s e d

v a l u e i s t h e n  m u l t i p l i e d  b y  t h e e s t i m a t e d  p r o p e r t y  t a x

t o t he a n n u a l i z e drate o f 11.52 determine

Q. use the statutory

percent

property tax expense.

32 Why i s Southwest

assessment rate

proposing

for 2008

to

i n tax

rather tha n the

property

assessment rate

1

2

3

4

5

6

7

8 J . Adjustment No. 15 - Property Tax

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

A. 32

annualization,

applicable for 2007?

Based on recent changes in Arizona law, Southwest based

its property tax calculation on a known and measurable
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change that will be applicable when rates from this

proceeding go into effect in 2008. Utilizing the 2008

assessment is methodology

approved by the Commission in Southwest's last general

rate case.

rate consistent with the

Q. 33 Please explain Adjustment No. 16, Interest on Customer

A. 33

Deposits .

Adj vestment synchronizes expense on

customer deposits with the amount of customer deposits

used as a rate base reduction. Consistent with prior

No. 16 i n t e r e s t

Commission decisions, interest expense is treated as an

above-the-line expense.

comprises t w o First, a n

i n

1

2

3

4

5

6 K. Adjustment No. 16 - Interest on Customer Deposits

7

8

9

10

11

12

13

14 L. Adjustment No. 17 - Completed Construction not Classified

15

16

17

18

19

20

21

22

23

24

25

26

27

Q. 34 Describe .Adjustment No. 17, Completed Construction not

Classified (CCNC).

A. 34 Adjustment No. 17 parts.

adjustment was made to gas plant for plant serving

customers but not recorded in Account 101 Gas Plant

Service (GPIS) at the end of the test year. Second, an

adjustment was made to System Allocable Intangible Plant

costt o better recovery projects

(primarily software) to the plant that will be amortized

during the period that rates from this proceeding will

be in effect.

match o f these

The gas plant included in this adjustment reflects

construction expenditures made before the end of the
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non-revenue I n words,

test year. No expenditures for tangible plant incurred

after April 30, 2007 are included in the adjustment. The

tangible plant represented by these expenditures (i.e.,

CCNC) was either in-service at the end of the test year

or shortly thereafter. However, the actual closing to

GPIS was made after the end of the test year, largely

due to delays in entering the required information into

the Company's computer systems.

The CCNC requested to be included in rate base is

producing plant. other it

represents plant that was constructed to improve service

or enhance reliability safety for

customers, and not constructed to serve new customers.

Southwest will not realize any incremental operating

revenues from the construction and addition of this

plant. Examples of the CCNC included in the adjustment

are: replacement mains, franchise requirements, pressure

and existing

reinforcements, measuring

equipment, and general plant.

Customers existing in Southwest's system at the end

of the test year are the primary beneficiaries of these

and regulating station

construction

i no f CCNC

expenditures.

rate base more

Consequently, the inclusion

accurately matches the

serve the customers inCompany's investment needed to

its system at the end of the test year,

allowed by the Commission.

and should b e

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27 Q. 35 Please explain the portion of the CCNC adjustment made
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A.

to System Allocable miscellaneous intangible plant.

35 Most of the items in System Allocable miscellaneous

(Account 303)

amortizationa

amortization i s roughly

a re s oftwa re proje c ts

This

thet o

in ta ngib le pla nt

with thre e -ye a r

pe riod

Arizona rate

period .

equivalent

cycle ¢ a n

customers ma y

case

end up for

Company's

adjustment,

certain projects,

through rates.

Absent

double-paying

and never paying for other projects

To ameliorate this phenomenon, the

Company proposes an adjustment t o remove all projects

with an amortization period expiring December 31, 2007

or ear l ier from rate base, and adding estimated amounts

for projects to be closed to plant prior to December 31,

2007 to rate base. This i s a conservative adjustment

because many small software projects spend a relat ively

short time in Construction Work in Progress before being

Consequently, between the date

this rate case was prepared and the end of 2007, more

projects may close to plant than was indicated by the

estimated balances when this rate case was prepared.

transferred to plant.

Furthermore, the amounts estimated by the Company can be

verified prior to the hearing in this rate case.

strikes fa i r balancea between

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

This adjustment

project amortizations that will expire shortly after the

end the andof

amortization

year,

and serving customers

year prior to rates from this

test commencing

approximately one

proceeding going into

projects
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effect .

The CCNC adjustment is equitable to both the Company

and its customers, and was approved by the Commission in

Southwest's last general rate case.

COMPLIANCE ITEMS

Q. 36 In Southwest's last general rate case, the Commission

disallowed 10 percent of the compensation of certain

in the Planningemployees Service and Key Accounts

Management (KAM) departments based on a belief that some

portion of the employees' duties related to the "sales,

marketing, and promotional activities" of natural gas.

In making the disallowance, the Commission relied on

outdated job descriptions. The Commission directed the

Company to provide detailed information regarding the

duties of the Service Planning and KAM employees in its

next rate case to determine if any disallowance is

providedappropriate.

descriptions?

Has the Company updated job

A. 36 Yes . Attached as Exhibit (RLA-1)

for the Southwest's Service

No. are the

Q. 37

current job descriptions

Planning and KAM employees referred to above.

What are the duties of Southwest's Service Planning and

KAM employees?

A. 37 These are responsible for thegroups primarily

coordination and installation of new services. Service

1

2

3

4

5 v n

6 A . Sales , Marrketing , and Promotional Activities

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27 Planning focuses on residential and commercial

Fawn No.155.0(03/2001) Word -19-



customers. KAM focuses on Southwest's largest customers.

The Service Planning and KAM employees concentrate

on the following activities, which are further detailed

in the attached job descriptions:

Southwest's• i n a cost-Ensuring

effective

system

while

expands

ensuring that existing

•

manner,

customers are not harmed by customer growth;

Maintaining improving quality

customer satisfaction; and

and service and

• Ensuring that the Company's infrastructure is used

in the most efficient manner, which reduces the

Q. 38

(KAM) departments

A. 38

average cost for all customers since the Company's

infrastructure costs are primarily fixed.

Why did Southwest update job descriptions in the Service

Planning and Key Account Management

over the last several years?

The natural gas market has changed substantially over

the past ten years. Recognizing the demands of its

customers are individually unique, Southwest shifted the

priorities of its Service Planning and KAM employees to

in the market and tailored thereflect the changes

duties and responsibilities of these employees to more

suitably meet the needs of new and existing customers.

Because customers now demand that natural gas be
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available in their homes and for commercial use,

it necessary to market and

the

Company no longer finds

promote the use of natural gas in the same manner as it

Form No. 155.0 (03/2001) Word -20-



did i n As pa rt o f the cha nge i n thethe past.

and the Southwestmarketplace

el iminated the a nd promotional

ac t i v i t i e s "

Company's p r i o r i t i e s ,

marketing,

The current job

1

2

3

4

5

6

7

Q. 39 Wha t

"sales,

respons i b i l i t i es .

descriptions reflect these market changes.

i s a reasonable allocation o f compensation

toconsistent with the job dutie s attached your

A. 39

testimony?

Southwest' s Service Planning and KAM employees do not

"sales" functions. All o f theperform "marketing" or

job dut ies of  these employees provide c lear benef i ts to

Southwest bel ieves that the compensation forcustomers.

the Service Planning and KAM posi t ions are just and

reasonable and should be included i n rates with no

disal lowance.

Q. 40 You discussed the AGA i n your

A. 40

testimony describing

Adjustment No. 11. why are you including addi t ional

information about AGA in this proceeding?

In Decision No. 68487, the Commission directed Southwest

to  descr i be  the  var i ous  funct i ons  o f the AGA, a nd how

the AGA's activi t ies provide benefi ts to the Company and

i t s customers.

Q. 4 1 What are some of  t he  AGA ac t i v i t i e s that  benef i t i t s

member uti l i ties and their customers?

8

9
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16 B. AGA Activities
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A. 41 The AGA provides a number of services and programs

benefi t ing i ts individual  members. The AGA serves a s a
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industry.

utilities,

leader of research and programs for the natural gas

The AGA's ability to concentrate its efforts

solely on the natural gas industry allows individual gas

to regional

service and business issues while remaining abreast of

s uch a s Southwest, focus o n

Southwest

be ne fits

industry trends through its AGA membership.

can then implement the programs or  research developed by

the AGA to  he lp  max im ize  i t s  bus iness e f f i c i e n c i e s . The

the AGA' So f l a t e s t

concern the areas o f new

research and programs

service and

na tura l gas

equipment,

supply trends, andtechnical processes,

newly identified business processes.

Moreover, uti l i tywhen a a problemexperiences

unique to the natural gas sector, the AGA serves as an

thef o r o f andintermediary exchange approaches

solutions through direct information exchanges, s uch a s

e-mail,

informational exchanges

message boards I telephone .

include newsletters,

and Othe r

magazines,

and workshops/seminars on topics specific to the natural

gas sector.

I n addition, the AGA' s Codes o f Standards

publications serve as a precise, accurate and uniform

source for technical matters. This concentration of

1

2

3

4

5

6

7

8

9

1 0

11

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

21

22

2 3

2 4

2 5

2 6

2 7

resources and informa tion saves the aCompany

cons iderab le amount o f time and money, because i t has

direct access to a network of information exchanges. Of

course, customers are u l t ima te b ene f i c i a r y o f thethe
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good example sponsorship

publication of ANZI Z380.1, Guide for Gas Transmission

savings I

A i s the AGA' s and

and Distribution Piping,

its

which this Commission has

upon

Administrative Code 14-5-202 (R) .

relied i n own Rulemaking . See Arizona

The AGA also and

activities. and partnerships

such as safety,

develops implements public

information campaigns. The campaigns directly target

specific markets and media to inform the public about

the gas industry's operations and utility and regulatory

The nationwide campaigns

advance important issues to the public,

pricing, the environment, the availability of low income

and the Beforeassistance programs, "Call You Dig"

program.

The AGA benefits Southwest and its

amount money Company

conducting its own research, continuing education, and

customers by

increasing Southwest' s efficiencies which reduces the

of t me and the must spend

outreach I

Q. 42 Please describe the various AGA functions?

A. 42 Exhibit No • (RLA-2) provides a list and description

of the AGA's functions as listed in the March 2005

Annual Audit report

Regulatory Utility Commissioners (NARUC) .

to the National Association of
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Q. 43 Does provide analysis

benefits to the Company and its Arizona customers?

the AGA a cost savings for
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A. 43 Yes .

efforts

In 2006, the AGA's programs,

provided its members

services and advocacy

with $479 inmillion

Q.

Q. 44 No.

Southwest i s not o f dues

Q.

A.

45
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45

outright savings or avoided costs. The AGA collected

under $18 million in membership dues which resulted in

more than a $27 return on every $1 in paid AGA dues.

44 Is Southwest requesting recovery for the AGA's marketing

and lobbying activities?

In accordance with previous Commission decisions

requesting the recovery

associated with marketing and lobbying activities.

Does this conclude your prepared direct testimony?

Yes, it does.
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SUMMARY OF QUALIFICATIONS
RANDI L. ALDRIDGE

I graduated from the University of Washington in

Seattle, Washington with a Bachelor of Arts in Business

Administration, Accounting . My areas of concentration were

accounting and finance. I graduated from the University of

Nevada, Las Vegas with a Masters in Business Administration

(MBA) , with Beta Gamma Sigma honors. I am a Certified

Management Accountant (CMA) and a member of the Institute

of Management Accountants .

One year before completing my bachelor's degree, I

accepted employment at Washington Mutual Savings Bank in

Seattle, Washington a s a n Asset/Liability Management

intern . Upon graduation in 1993, I accepted a full-time

position as a Financial Analyst Trainee in the Financial

Forecasting Department. I n 1994, I was promoted t o

Financial Analyst My responsibilities included

assisting i n the budget and forecasting process, and

various financial analyses.

In February 1995, I accepted a position as a Budget

Analyst in the Budget and Forecasting Department at

PriI~/Ierit Bank in Las Vegas, Nevada. In April 1996, I

transferred to Southwest as a Corporate Accountant I in the



Appendix A
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Accounting Control Department. In January 1998, I was

promoted to Analyst I/Accounting. I n February 1998, I

transferred to the Revenue Requirements department as an

Analyst . In January 2001 I was promoted to Specialist, in

July 2003 I was promoted to Senior Specialist, and in May

2007 I was promoted to my present position. In my present

position, I am responsible for supervising the activities

of junior-level staff, as well as the preparation of

general rate case filings for state and federal

jurisdictions, the research, preparation, and presentation

of various regulatory and financial analyses, studies, and

reports, as well as other special projects.

I have attended numerous training and technical

conferences related to utility ratemaking, regulatory, and

accounting issues.

I have taught the Cost of Service Problem for "The

Basics" conference presented by the Center for Public

Utilities at New Mexico State University and the National

Association of Regulatory Utility Commissioners since 2003.
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JOB CODE ENG0002017

Sheet 1 of 2

Energy Utilization Engineer
. ENG0002017

TITLE:
JOB CODE:
DIVISION:
DEPARTMENT:
DATE:

Service Planning
August 19, 1987

APPROVED BY: DATE
(For Sr. Evaluation Committee)

POSITION OVERVIEW

The incumbent is an individual contributor involved in energy services, engineering support,
customer relations, trade relations and strategy & planning for a division of Southwest Gas
Corporation .

POSITION DIMENSIONS

The incumbent does not have accountability for people or budgets.

NATURE AND SCOPE

The Energy Utilization Engineer reports to the
Supervisor/Service Planning along with:

Manager/Service Planning or

Note: This position involves the activities listed below. The activities in bold type are the
most critical for this job. The activities marked with an asterisk (*) are those on
which the incumbent spends the most time. (Asterisk may be added by supervisor
for each incumbent.)

Customer Relations

The incumbent is personally responsible to:

Work with customer to determine technical needs and specifications
Advise customers on gas products and availability

The incumbent, with others. is responsible to:

Participate in customer business meetings as consultanVadvisor
Assure continuing relationships with key customers
Investigate and settle customer complaints

The incumbent assists others to:

Establish and maintain contact with top management of important customers
Advise dealers and distributors of programs

Strategy. Planninq And Execution

The incumbent assists others to:

Southwest Gas Corporation Page 1 of 2 Exempt Position Description
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Energy Utilization Engineer
ENG0002017

Implement plans for assigned market sectors
Keep abreast of industry strategies and tactics
Analyze legislation impacting company products or services

Trade Relations

The incumbent is personally responsible to:

Make presentations to trade allies or prospective customers

The incumbent. with others. is responsible to:

Represent the company at association meetings

The incumbent assists others to:

Formulate and implement plans for trade association activities

MISCELLANEOUS ACTIVITIES

The incumbent is personally responsible to:

Design HVAC systems for residential applications
Build and maintain relationships with manufacturers, distributors, dealers and builders
Provide customers and/or colleagues with technical information on products/services
Keep abreast of technology or other changes within the industry
Keep up-to-date on tariffs and regulations

The incumbent assists others to:

Achieve assigned margin goals
Establish budgets and goals
Keep up-to-date on government regulations impacting company products or services
Develop company displays for trade shows

OTHER REQUIREMENTS

There are standardized methods and procedures that determine how this job is performed.
This position requires 3 to 4 years of relevant work experience.

In this job, the incumbent must be able to influence customers and government officials.
The incumbent also frequently exchanges information with suppliers and infrequently with
top management, senior management, departmentheadsof units outside of marketing and
outside consultants.

Southwest Gas Corporation Page 2 of 2 Exempt Position Deseriptionl
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EXHIBIT no. (RLA-1 )
JOB CODE SP00002059

Sheet 1 of 2

TITLE:
JOB CODE:
DIVISION:
DEPARTMENT:
DATE:

Service Planner
SP00002059
All Divisions

Service Planning
September 15, 2005

APPROVED BY: DATE
(For Sr. Evaluation Committee)

POSITION OVERVIEW

The incumbent is an individual contributor as a Service Planner involved in Service
Planning, Customer Relations, Trade Relations and Strategy for a division of Southwest
Gas. The Service Planner may require assistance and general direction.

POSITION DIMENSIONS

The incumbent does not have accountability for people or budgets.

NATURE AND SCOPE

The Service Planner reports to the Supervisor/Sewice Planning or Manager/Sewice
Planning along with Senior Service Planners. Job is limited in size, scope or complexity in
negotiating contracts and projects.

Note: This position involves the activities listed below. The activitiesunderlinedor inbold-
faced type are the most critical for this job. The activities marked with an asterisk (*)
are those on which the incumbent spends the most time. (Asterisk may be added by
supervisor for each incumbent.)

Service Planning Strategy and Execution

The incumbent is personally responsible and may need assistance to:

4-

*

#

Build and maintain relationships with developers, builders and trade allies
Advise customers on gas products and availability
Coordinate new business processes and contractual information requirements
Work with customers to determine technical needs and specifications
Investigate, review and resolve issues to ensure customer satisfaction
Participate in customer business meetings as consultant/advisor
Establish programs to educate customers
Interpret, apply and communicate tariffs to mainlsewice extensions
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JOB CODE SP00002059

Sheet 2 of z

Service Planner
SP00002059

Ensure timely coordination of installation of natural gas facilities
Negotiate contracts special agreements
Prepare studies and analyses
Make presentations to trade allies or potential customers
Participate in relevant trade associations
Keep up-to-date on government regulations impacting company products
services
Keep abreast of technology or other changes within the industry.
Implement demand-side management programs
Provide customers andlor colleagues with technical information on products/ services
Provide Service Planning support material/demonstration equipment to distributors,
dealers and customers

OTHER REQUIREMENTS

There are clear precedents and practices which the incumbent uses as guidelines to
determine how this job is performed. A Bachelor's degree is preferred, plus 1-3 years of
relevant work experience or equivalent experience.

In this job, the incumbent must be able to influence department heads of units outside of
Service Planning, outside consultants, customers, and government officials. The
incumbent also frequently exchanges information with suppliers and infrequently with top
management and senior management.
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EXHIBIT no. (RLA-1 )
JOB CODE SP00002060

Sheet 1 of 2

TITLE:
JOB CODE:
DIVISION:
DEPARTMENT:
DATE:

Senior Serviee Planner
SP00002060
All Divisions

Service Planning
September 15, 2005

APPROVED BY: DATE
(For Sr. Evaluation Committee)

POSITION OVERVIEW

The incumbent is an individual contributor asa Senior Service Planner involved in Service
Planning, Customer Relations, Trade Relations and Strategy for a division of Southwest
Gas. The Senior Service Planner may require assistance and general direction.

POSITION DIMENSIONS

The incumbent does not have accountability for people or budgets.

NATURE AND SCOPE

The Senior Service Planner reports to the Supervisor/Sewice Planning or Manager/Sewice
Planning along with Service Planners.

Note: This position involves the activities listed below. The activitiesunderlinedor inbold-
faced type are the most critical for this job. The activities marked with an asterisk (*)
are those on which the incumbent spends the most time. (Asterisk may be added by
supervisor for each incumbent.)

Service Planninq Strateqy and Execution

The incumbent is personally responsible and may need assistance to:

*

*

*

Build and maintain relationships with developers, builders and trade allies
Advise customers on gas products and availability
Coordinate new business processes and contractual information requirements
Work with customers to determine technical needs and specifications
Investigate, review and resolve issues to ensure customer satisfaction
Participate in customer business meetings as consultant advisor
Establish programs to educate customers
Interpret, apply and communicate tariffs to mainlservice extensions
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EXHIBIT no. (RLA-1 )
JOB CODE SP00002060

Sheet 2 of 2

Senior Service Planner
SP00002060

Ensure timely coordination of installation of natural gas facilities
Negotiate contracts special agreements
Prepare studies and analyses
Make presentations to trade allies or potential customers
Participate in relevant trade associations
Keep up-to-date on government regulations impacting company products/
services
Keep abreast of technology or other changes within the industry.
Implement demand-side management programs
Provide customers and/or colleagues with technical information on products/ services
Provide Service Planning support material/demonstration equipment to distributors,
dealers and customers

OTHER REQUIREMENTS

There are clear precedents and practices which the incumbent uses as guidelines to
determine how this job is performed. This position requires a Bachelor's degree plus 1-5
years of relevant work experience, or equivalent experience.

In this job, the incumbent must be able to influence department heads of units outside of
Service Planning, outside consultants, customers, and government officials. The
incumbent also frequently exchanges information with suppliers and infrequently with top
management and senior management.
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EXHIBIT no. (RLA-1 )
JOB CODE SP00002062

Sheet 1 of 3

TITLE:
JOB CODE:
DIVISION:
DEPARTMENT:
DATE:

DirectorIService PlanningICAZ
SP00002062

Central Arizona Division
Service Planning

May 18, 2006

APPROVED BY: DATE :

(For Sr. Evaluation Committee)

POSITION OVERVIEW

This position is provides strategic leadership and direction for Service Planning,
Communications and Consumer Affair activities within the division.

POSITION DIMENSIONS

Budget Accountable For:
Personnel Managed

$5 - 10 million
11 - 15 Exempt Employees

2 - 4 Non-Exempt Employees

This job has three levels reporting to it.

NATURE AND SCOPE

The Director/Sewice Planning reports to the Division Vice President along with General
Manager/Operations, Director/Administration, Director/Division Support and
Manager/Human Resources. Reporting to the incumbent are Manager/ Service
Planning, Manager Communications, and Administrator/Consumer Affairs.

Note: This position involves the activities listed below. The activities in bold-faced type
are the most critical for this job. The activities marked with an asterisk (*) are
those on which the incumbent spends the most time. (Asterisks may be added
by supervisor for each incumbent.)

Service Planning Strateqy and Execution

The incumbent directs others who:

*

*

*

*

*

Manage the building and maintaining of relationships with developers,
builders and trade allies
Oversee those who advise customers on gas products and availability
Coordinate new business processes and contractual information requirements
Work with customers to determine technical needs and specifications
Participate in customer business meetings as consultant/advisor
Interpret, apply and communicate tariffs to main/sewice extensions
Ensure timely coordination of installation of natural gas facilities
Negotiate oontractslspecial agreements
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EXHIBIT NO. (RLA-1 )
JOB CODE SP00002062

Sheet 2 of 3

DirectorIService Planning
SP00002062

Prepare studies and analyses
Represent the company in civic organizations

The incumbent is personally responsible to:

*

*

Develop strategies that enhance ability to serve growth areas
Facilitate communication between Service Planning, General Managers and the
division Vice President

Communications

The incumbentdirects others who:

#

-r

*

*

*

Represent the Company in dealings with the media
Propose, plan, execute and evaluate internal and external communication
activities, programs and strategies
Manage division locally placed advertising
Develop communications programs relative to regulatory filings and other
company actions
Maintain liaison with local and state agencies

The incumbent is personally responsible to:

* Ensure division communications proactively meet needs of constituencies

Consumer Affairs

The incumbentdirects others who:

* non-profit sector

#

*

*

*

Create, support and enhance public, private, and
relationships
Administer Philanthropic and Civic giving
Facilitate employee volunteerism programs
Serve as advocates for the division Low-Income Community Outreach programs
Promote supplier diversity programs

The incumbent is personally responsible to:

*
Ensure consistency and accountability of Philanthropic and Civic programs
Develop division strategy enhancing Image with Consumer Affairs constituent
groups

Miscellaneous

The incumbent is personally responsible to:

* Provide leadership to achieve departmental goals
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EXHIBIT no. (RLA-1 )
JOB CODE sp00002082

Sheet 3 of 3

Di rectorIService Planning
SP00002062

* Assure performance against codes, regulations and company standards in
areas of responsibility

* Develop and Implement strategic Initiatives
* Communicate corporate policy
* Provide oversight of budget and expenditures
* Maintain liaison with other departments of the organization
* Represent the company in ways that will enhance its image in the public and

business sectors

OTHER REQUIREMENTS

There are broad precedents and practices which the incumbent uses as guidelines to
determine how this job is performed. This position requires 7-10 years of relevant work
experience. A Bachelor's degree is preferred.

In this job, the incumbent must be able to influence department heads, suppliers,
outside consultants, customers, and government officials. The incumbent also
frequently exchanges information with department heads, governmental officials and
senior management.
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TITLE:
JOB CODE:
DIVISION :
DEPARTMENT:
DATE:

ManagerISenice PlanninglSA
SP00002065

Souther Arizona
Service Planning

September 15, 2005

APPROVED BY: DATE
(For Sr. Evaluation Committee)

POSITION OVERVIEW

The incumbent is concerned with Managing and
activities.

Directing Service Planning related

POSITION DIMENSIONS

Budget Accountable For:

Personnel Managed:

$1 .5 - $3.0 Million

6 - 25 Exempt Employees
6 - 10 Nonexempt Employees

NATURE AND SCOPE

The Manager/Serviee Planning reports to the Director/Sewice Planning.

Note: This position involves the activities listed below. The activitiesunderlined or in bold-
faced type are the most critical for this job. The activities marked with an asterisk (*)
are those on which the incumbent spends the most time. (Asterisk may be added by
supervisor for each incumbent.)

Service Planning Strategy and Execution

The incumbentdirects others who:

*

*

*

*

*

Build and maintain relationships with developers, builders and trade allies
Advise customers on gas products and availability
Coordinate new business processes and contractual information requirements
Work with customers to determine technical needs and specifications
Investigate, review and resolve issues to ensure satisfactory customer
satisfaction
Participate in customer business meetings as consultant/advisor
Establish programs to educate customers
Interpret, apply and communicate tariffs to mainlservice extensions
Ensure timely coordination of installation of natural gas facilities
Negotiate contracts/special agreements
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ManagerIService PlanninglSA
SP00002065

*

Prepare studies and analyses
Make presentations to trade allies or potential customers
Participate in relevant trade associations
Keep up-to-date on government regulations impacting company products
services
Keep abreast of technology or other changes within the industry
Implement demand-side management programs
Provide customers and/or colleagues with technical information on products/ services
Provide Service Planning support material/demonstration equipment to distributors,
dealers and customers

The incumbent is personally responsible to:

Ensure adequate and timely coordination of services
Interpret and apply tariffs to main and service extensions
Keep up-to-date on tariffs and regulations
Represent the company in civic organizations
Keep up-to-date on government regulations impacting company products or
services
Keep abreast of technology or other changes within the industry

The incumbentassists others to:

Establish and maintain relationships with government and regulatory agencies

OTHER REQUIREMENTS

There are clear precedents and practices which the incumbent uses as guidelines to
determine how this job is performed. This position requires a Bachelor's degree plus 8-10
years of relevant work experience, or equivalent experience.

In this job, the incumbent must be able to influence department heads of units outside of
Service Planning, outside consultants, customers, and government officials. The
incumbent also frequently exchanges information with suppliers and infrequently with top
management and senior management.
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Sheet 1 of 3

TITLE:
JOB CODE:
DIVISION:
DEPARTMENT:
DATE :

ManagerIService Planning/CAZ
SP00002067

Central Arizona
Service Planning

September 15, 2006

APPROVED BY: DATE
(For Sr. Evaluation Committee)

POSITION OVERVIEW

The incumbent directs Service Planning related activities including indirect oversight of
Service Planning activities within the divisions New'Business department. The incumbent
also has indirect responsibility for Service Planning activities directly reporting to the
division New Business Department.

POSITION DIMENSIONS

Budget Accountable For:

Personnel Managed:

$1 .5 - $3.0 Million

6 - 8 Exempt Employees
1 - 3 Nonexempt Employees

NATURE AND SCOPE

The Manager/Sewice Planning is responsible for providing strategic direction for service
planning activity for a division and reports to the Director/Sewice Planning, along with
Manager Communications, Administrator/Consumer Affairs and an administrative
secretary. Reporting to this position are Service Planning Supervisors.

Note: This position involves the activities listed below. The activities in bold-faced type are
the most critical for this job. The activities marked with an asterisk (*) are those on
which the incumbent spends the most time. (Asterisk may be added by supervisor
for each incumbent.)

Service Planning Strateqy and Execution

The incumbent directs others who:

*

4=

*

Build and maintain relationships with developers, builders and trade allies
Advise customers on gas products and availability
Maintain liaison with developers and builders during design and construction
phases
Coordinate new business processes and contractual information requirements
Work with customers to determine technical needs and specifications
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ManagerlSenice PlanningICAZ
SP00002067

*

*

*

#

Investigate, review and resolve issues to ensure customer satlsfaetion
Participate in customer business meetings as consultant/advisor
Establish programs to educate customers
Interpret, apply and communicate tariffs to malnlservice extensions
Ensure timely coordination of installation of natural gas facilities
Negotiate contracts/special agreements
Prepare studies and analyses
Make presentations to trade allies or potential customers
Participate in relevant trade associations
Keep up-to-date on government re ulatlons impacting company products/
services .
Keep abreast of technology or other changes within the industry
Implement demand-side management programs
Provide customers and/or colleagues with technical information on products/ services
Provide Service Planning support material/demonstration equipment to distributors,
dealers and customers

The incumbent is personally responsible to:

* Develop strategic direction for service planning activity with developers and
builders
Implement strategic service planning initiatives within a division
Ensure adequate and timely coordination of services
Interpret and apply tariffs to main and service extensions
Keep up-to-date on tariffs and regulations
Represent the company in civic organizations
Keep up-to-date on government regulations impacting company products or
services
Keep abreast of technology or other changes within the industry

The incumbent assists others to:

Establish and maintain relationships With government and regulatory agencies

Miscellaneous

The incumbent is personally responsible to:

* Provide leadership to achieve departmental goals
* Communicate corporate policy
* Provide oversight of budget and expenditures
* Maintain liaison with other departments of the organization

OTHER REQUIREMENTS
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ManagerlService PIannlnglCAZ
SP00002067

There are clear precedents and practices which the incumbent uses as guidelines to
determine how this job is performed. This position requires 5 to 7 years of relevant work
experience. A Bachelors Degree is preferred.

In this job, the incumbent must be able to influence department heads of units outside of
Service Planning, outside consultants, customers, and government officials. The
incumbent also frequently exchanges information with suppliers and infrequently with top
management and senior management.
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TITLE:
JOB CODE:
DIVISION :
DEPARTMENT:
DATE:

SupervisorlSenice Planning
SP00002068
All Divisions

Service Planning
September 15, 2005

APPROVED BY: DATE
(For Sr. Evaluation Committee)

POSITION OVERVIEW

The incumbent is concerned with Supervising and Directing Service Planning related
activities.

POSITION DIMENSIONS

Personnel Managed: 3 - 10 Exempt Employees
1 - 5 Nonexempt Employees

NATURE AND SCOPE

The Supervisor/Service Planning reports to the Manager/Service Planning or District
Manager along with other supervisors. Reporting to the incumbent are Project Managers
and Project Specialists.

Note: This position involves the activities listed below. Theactivities underlinedor inbold-
faced type are the most critical for this job. The activities marked with an asterisk (*)
are those on which the incumbent spends the most time. (Asterisk may be added by
supervisor for each incumbent.)

Service Planning Strategy and Execution

The incumbent is personally responsible to supervise others who:

=l=

=l=

*

*

Build and maintain relationships with developers, builders and trade allies
Advise customers on gas products and availability
Coordinate new business processes and contractual information requirements
Work with customers to determine technical needs and specifications
Investigate, review and resolve issues to ensure satisfactory customer
satisfaction
Participate in customer business meetings as consultant/advisor
Establish programs to educate customers
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SupervisorlService Planning
SP00002013

*

*

Interpret, apply and communicate tariffs to mainlsewice extensions
Ensure timely coordination of installation of natural gas facilities
Negotiate contracts special agreements
Prepare studies and analyses
Make presentations to trade allies or potential customers
Participate in relevant trade associations
Keep up-to-date on government regulations impacting company products
services
Keep abreast of technology or other changes within the industry
Implement demand-side management programs
Provide customers and/or colleagues with technical information on products/ services
Provide Service Planning support material/demonstration equipment to distributors,
dealers and customers

The incumbent is personally responsible to:

Ensure adequate and timely coordination of services
Interpret and apply tariffs to main and service extensions
Keep up-to-date on tariffs and regulations
Represent the company in civic organizations
Keep up-to-date on government regulations impacting company products or
services
Keep abreast of technology or other changes within the industry

The incumbent assists others to:

Establish and maintain relationships with government and regulatory agencies

OTHER REQUIREMENTS

There are clear precedents and practices which the incumbent uses as guidelines to
determine how this job is performed. This position requires a Bachelor's degree plus 5-6
years of relevant work experience, or equivalent experience.

In this job, the incumbent must be able to influence department heads of units outside of
Service Planning, outside consultants, customers, and government officials. The
incumbent also frequently exchanges information with suppliers and infrequently with top
management and senior management.
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TITLE:
JOB CODE:
DIVISION:
DEPARTMENT:
DATE:

Supervisorllndustrlal Service Planning
SP00002012

Division
Service Planning

June 26, 2003

APPROVED BY: DATE:
(For Sr. Evaluation Committee)

POSITION OVERVIEW

This position has supervisory responsibility for service planning activities in the
Commercial, Industrial and Agricultural market sectors for a division of Southwest Gas
Corporation. This includes technical support for the above market sectors and for
demand side management activities throughout the division, including the outlying
districts.

l POSITION DIMENSIONS

I Budget Accountable for:
Personnel Managed:

$300,000 » $1 ,500,000
3 - 10 Exempt Employees
1 - 5 Non- Exempt Employees

This job has 2 subordinate levels reporting to it.

NATURE AND SCOPE

The Supervisor/lndustrial Service Planning reports to the Manager/Sewice Planning
along with other Supervisors/Sewice Planning, the Management Assistant and the
Service Planning Representatives.

Note: This position involves the activities listed below. The activities in bold are the
most critical for this job. The activities marked with an asterisk (*) are those in
which the incumbent spends the most time. (Asterisks may be added by the
supervisor for each incumbent.)

The incumbent directs others who:

Coordinate the new business process for commercial, industrial and agricultural
customers
Complete customer specific feasibility studies on alterative gas technologies like
cogeneration, natural gas cooling, water pumping
Collaborate with individual customers and Energy Services to establish and monitor
new product introduction and prototype testing for alterative gas technologies
Identify, evaluate and pursue opportunities with multi-family, commercial, industrial
and agricultural customers
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Educate architects, consulting engineers and end-use customers about the benefits
of natural gas technologies for commercial, industrial and agricultural applications
Manage the implementation of cost-effective Demand Side Management programs
within the Division

The incumbent is personally responsible to:

Manage service planning and technical personnel to ensure the provision of high
quality, efficient and cost effective service to new and existing commercial, industrial
and agricultural customers
Develop and implement an integrated technical service planning plan for the Division
Evaluate the economic feasibility of capital intensive new business projects and
present the results to senior management for approval
Train Service Planning personnel on the effective use of business analysis tools
used to evaluate new business projects
Establish efficient communications between Division Service Planning and Key
Account Management personnel to ensure the effective pursuit of service planning
opportunities with large, at risk customers
Facilitate communications between the company and economic development
authorities to optimize natural gas utilization by new, incoming customers

The incumbent, with others, is responsible to:

Develop and implement cost effective strategies designed to meet the company's
market sector specific service planning goals
Collaborate with Energy Services to identify and develop targeted programs for the
commercial, industrial and agricultural market sectors
Formulate cost effective new business practices
Evaluate the company's competitive position on an ongoing basis to ensure the
effectiveness of its programs
Develop economic and service planning forecasts
Manage the contact management program to ensure its effective use
Hire and train service planning and technical personnel

OTHER REQUIREMENTS

There are clear precedents and practices that the incumbent uses to determine how this
job is performed. This position requires 3 to 5 years of relevant work experience, plus a
bachelor's degree in Engineering.

The incumbent frequently exchanges information with senior management, department
heads outside of the incumbent's functional area, outside consultants and customers.
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TITLE:
JOB CODE:
DIVISION:
DEPARTMENT:
DATE

SupenisorlKey Account Management
GS00002038

Corporate
Key Account Management

6/7/2000

APPROVED BY: DATE:
(For Sr. Evaluation Committee)

POSITION OVERVIEW

The Supervisor/Key Account Management supervises and conducts the negotiation and
administration of natural gas services for the companys large volume customers. Large volume
customers include those customers which: are served under transportation rate schedules,
require negotiated contract terms and rates in that they have the ability to physically bypass the
company's services or use alternate fuels, consume in excess of 500 terms per day on
average, or, are classified as industrial, gas engine, agricultural or electric generation. Large
volume customers may require specific supply arrangements or the construction of significant
pipeline facilities.

POSITION DIMENSIONS

Budget Accountable for: This incumbent does not have accountability for budgets. The annual
margin from large volume customers under the control of the Supervisor ranges from $ to
approximately $ million per year.

Personnel Managed: Direct- 1-3 Exempt Employees

This job has one (1) subordinate level reporting to it.

NATURE AND SCOPE

The Supervisor/Key Account Management reports to the Manager/Key Account Management,
along with two other Supervisors/Key Account Management and either a Supervisor/Contract
Administration or an Analyst/Key Account Management.

Reporting directly to incumbent are the Industrial Gas Engineers (IcEs).

Note: This position involves the activities listed below. The activities in bold type are the most
critical for this job. The activities_marked with an asterisk (*) are those on which the
incumbent spends the most time. (Asterisk may be added by supervisor for each
incumbent.)
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The incumbent is personally responsible to:

*

*

*

*

4=

#

*

=l=

*

=\=

#

*

#

*

*

=l=

*

*

Supervise aGE's negotiations and administrative activities with agricultural, gas
engine large commercial, cogeneration, electric generatio.n and industrial customers
which qualify for transportation optional sales special contract service, or
are not (or cannot) be sewed with standard rate schedules, or consume in excess of
500 therlns per day on average.
Coordinate and administer the implementation of the company's large volume
customer pro rams and support activities.
Coordinate marginlrate studies with Rates Department.
Supervise the company's Strategic Accounts Program for large volume customers.
Communicate to management market opportunities and problem areas
Negotiate contract conditions and rates with Key Account Management Department
customers.
Maintain contact and working relationships with Key Account Management
Department customer.
Identify customers with bypass potential.
Maintain up-to-date customer information tile.
Coordinate Division Engineering studies.
Explain transportation imbalance management to customers.
Coordinate studies regarding transmission and distribution capacity for large volume
customers with upstream pipelines, corporate staff and division Sales and
Engineering Departments.
Coordinate, prepare and review draft service agreements and other binding
documents to provide the necessary service to large volume customers. and adequate
protection for the Company.
initiate and develop market opportunities.
Perform the activities related to the Strategic Accounts program.
Coordinate the development of gas supply required for large volume customers.
Prepare alternate fuel studies.
Prepare economic and sales forecasts.
Explain the company's transportation policy and procedure to liEs and customers.
Advise customers of tariff provisions.
Keep abreast of state, federal and upstream pipeline tariffs/regulations affecting large
volume customers.
Ensure Key Account Management Department customers are informed of state and federal
regulations.
Ensure Key Account Management Department customers are kept abreast of company
filings.
Develop plans and procedures to identify market opportunities. Keep up-to-date with system
gas supply purchase issues. Coordinate activities between IcEs and customers regarding
transportation issues.
Coordinate with Energy Services or Service Planning to develop and maintain relationships
with market/trade allies.
Provide monthly report of activities for manager.
Prepare quarterly news letter for distribution to large volume customers.

The incumbent. with others. is responsible to:

* Prepare and participate in training and development of IcEs. Determine information
required and prepare documentation and material for customer ratelmargin analysis.

I
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*

*

*

*

Determine information required and prepare studies of distribution andlor
transmission capacity studies for customers
Maintain a complete data base on each customer in this market segment.
Determine market and specific customer requirements and appropriate corporate
action.
Determine validity, negotiate and resolve billing disputes between customers and the
Company.
Establish and assure continuing relationships with top management of Key Account
customers, using the Corporation's Strategic Accounts Program.
Implement and administer the company's gas procurement service Determine validity,
negotiate and resolve billing disputes between customers and the Company.
Ensure adequate and timely coordination of Company services for large volume customers.
Identify emerging Transportation/Contract sales problems. Review analyses of competitive
customer offerings vs. company programs to meet customer requirements. Recommend
changes in tariff provisions. Prepare economic and sales forecasts.
Monitor and analyze competition and provide recommendations for corporate response.
Assemble and process data and information necessary to expedite rate applications.
Conduct market analysis research evaluation and recommend specific activities based on
analysis.
Coordinate activity with appropriate Division and corporate Staff personnel.
Provide IcEs with training and support programs and activities necessary to negotiate
service agreements with sophisticated customers.
Ensure timely and accurate filings of commission ordered reports.
Maintain and cultivate contacts with trade allies, architects and engineers to improve the
environment for installing natural gas equipment.
Meet with architects and engineers to ensure that all opportunities to specify gas equipment
are identified and create a gas-friendly environment.

The incumbent assists others to:

4=
*

Analyze trends to determine profitable opportunities.
Coordinate the execution of approved service agreements and other binding
documents between large volume customers, liEs and corporate Staff.
Determine cost-effectiveness of support activities and programs. Establish programs to
educate customers.
Determine impact of competitive forces in the marketplace. Develop short-term and long-
term plans for Key Account Management Department activity.
Develop PC programs and systems for department functions.

Additional Activities

Ensure that all regulatory filings regarding large volume customer contracts are complete,
accurate and filed in a timely manner.
Attend and participate in various conferences related to natural gas regulations.
Analyze legislation impacting activities with large volume customers.
Prepare responses to data requests during proceedings.

OTHER REQUIREMENTS

There are established precedents and practices which the incumbent uses as guidelines to
determine how this job is performed. This position requires four to six years of experience.
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College degree required with technical discipline preferred or equivalent work experience. The
incumbent must, be able to establish working relationships with others not under the
incumbent's supervision.

The incumbent frequently exchanges information with department heads of other company
activities such as Rates, Demand Planning, Gas STET, Central Gas Dispatch, Legal, Energy
Services, Accounting, and Division Service Planning and Operations, outside consultants, trade
associates, and infrequently with senior management or shareholders.

Approximate percentage of time spent performing various duties.

JOB DUTIES
APPROXIMATE %
TIME PERFORMED

Supervisory

Market Studies & Plans

Technical Knowledge

Department & Commission Interaction

Rate Analysis

Administration

Customer Interaction

20%

5%

5%

5%

5%

10%

50%
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TITLE:
JOB CODE:
DIVISION :
DEPARTMENT:
DATE:

ManagerIKey Account Management
GS00002054

Corporate
Key Account Management

9/27/2006

AP P ROVED BY: DATE :
(For Sr. Evaluation Committee)

POSITION OVERVIEW

The Manager/Key Account Management manages the negotiation and administration of
natural gas services for the company's large volume customers. Large volume
customers include those customers which: are served under transportation rate
schedules, require negotiated contract terms and rates in that they have the ability to
physically bypass the company's services or use alternate fuels, consume in excess of
500 terms per day on average, or, are classified as industrial, gas engine, agricultural
or electric generation. Large volume customers may require specific supply
arrangements or the construction of significant pipeline facilities. This position is also
responsible for Special Assignments as identified and required from time to time, to
meet corporate needs.

POSITION DIMENSIONS

Budget Accountable for:

Personnel Managed:

Personnel Supervised:

$1 ,200,000+

4 Exempt Employees

11 Total Employees
9 Exempt Employees
2 Non-Exempt Employees

This job has four subordinate levels reporting to it.

NATURE AND SCOPE

The Manager/Key Account Management reports to the Director/Key Account
management. Reporting to the incumbent are three Supervisors/Key Account
Management and the Supervisor/Contract Administration or the Analyst/Key Account
Management.

Note: This position involves the activities listed below. The activities in bold type are
the most critical for this job. The activities marked with an asterisk (*) are those
on which the incumbent spends the most time. (Asterisk may be added by
supervisor for each incumbent.)
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The incumbent manages others who:

=l=

*

*

*

=1=

*

*

*

*

*

Negotiate, administer and coordinate natural gas service planning and
transportation service to large volume customers.
Negotiate and administer Southwest's transportation and special contract
policies and pricing. .
Negotiate agreements and gas prices with customers to ensure maximum
margin to company while maintaining existing or acquiring new gas load.
Coordinate and administer the corporation's large volume customer programs
and support activities.
Assist and support SupenisorIKey Account Management and Industrial Gas
Engineers (IcEs) with customer contact in agricultural, commercial, industrial,
and electric generation sectors which require transportation special contracts
or are not (or cannot) be sewed with standard rate schedules, or consume in
excess of 500 terms per day on average.
Coordinate marginlrate studies with Rates Department.
Provide SupervisorlKey Account Management and IcEs with training and
support necessary to negotiate service agreements with sophisticated
customers.
Implement and administer the company's gas procurement service.
Develop records and methodology to initiate timely action for all key dates in
customer agreements; e.g., termination, rate changes, anniversary dates etc.
Analyze trends to determine profitable opportunities.
Maintain a complete data base on each customer for which Key Account
Management is responsible.
Conduct research/evaluation and recommend specific activities based on analysis.
Coordinate studies regarding transmission and distribution capacity for large volume
customers with pipeline suppliers, corporate staff and division Service Planning and
Engineering departments.
Coordinate the development of gas supply required for large volume customers.
Prepare draft service agreements, consult with Legal Department regarding
transportation contracts and special contracts.
Monitor and analyze competitor activities and provide recommendations for
corporate response.
Deveiop plans and procedures to identify opportunities.
Maintain communication with operating divisions on customers
with alterative fuel capabilities and/or gas bypass opportunities.
Advise affected departments and IcEs of compliance requirements ordered by
Commissions on transportation/contract matters. .
Assemble and process data/information necessary to prepare exhibits for
Commission filings.
Ensure timely and accurate filings of Commission-ordered reports.
Assemble and process data and information necessary to expedite rate applications.
Prepare exhibits and testimony for transportation contract matters.
Develop PC programs and systems for department functions.
Research other utilities' transportation policies and agreements to stay current on
regional and national transportation/contract service planning issues.
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Identify emerging transportation/contract service planning problems. Maintain and
cultivate contacts with trade allies, architects and engineers to improve the
environment for installing natural gas equipment.
Maintain files for all Key Account Management Department customer
contracts/agreements --active, pending and inactive.
Maintain database and tiles of all corporate gas contracts/agreements -active,
pending and inactive.
Maintain database and design reports used in conjunction with the Strategic
Accounts Program for division Service Planning Departments and Key Account
Management.
Design and provide quarterly reports used by management in recommending aGE
incentives.
Prepare customer agreements, exhibits and correspondence.
Provide reports and data sheets for transmittal to divisions and staff department.
Use GoldMine to transmit important notices to customers through GoldMine on short
notice.
Provide clerical/secretarial backup to Director/Manager and departments in general.

The incumbent is personally responsible to:

*

*

4-

*

*

*

Develop and implement programs to ensure that transportation and special
contracts' activities achieve company goals and objectives.
Establish and maintain communications with other corporate staff and
Division Service Planning and Engineering Departments focusing on large
volume customers and transportation contract issues affecting the company.
Implement and administer the company's gas procurement service.
Establish and maintain policies, procedures and records regarding corporate
transportation and large volume customer contract activities.
Develop programs and procedures for contract service planning, service and/or
transportation in conjunction with the operating divisions.
Provide the director and officers with recommendations on corporate strategy/policy
regarding transportation and special contracts.
Ensure company compliance regarding all matters contained in company tariffs for
transportation/contracts.
Direct the administration and maintenance of all large volume customer agreements
(preparation, files, compliance, special conditions, etc.).
Direct the development and administrating of the customer contact
management/database information files.
Determine project scope, oontraet amount and completion time line of outside
consultants.

The incumbent. with others, is responsible to:

i

J

I
I

*

Develop short-term and long-term plans for Key Account Management
department activity.
Prepare tariff revisions on tariff/contract service planning matters.
Establish service planning goals for IcEs.
Monitor and analyze impact of alterative fuel prices.



1

EXHIBIT NO. (RLA.1 )
JOB CODE GS00002054

Sheet 4 of 4

l

Perform energy cost comparisons of current alterative fuel prices and assess
trends.

The incumbent assists others to:

*

*

*

Ensure corporate compliance with Commission decisions regarding
transportation contract service planning matters.
Establish and maintain communication with other departments at systems and
operating divisions to ensure tariffs reflect current operation procedures.
Develop tariffs which are consistent with regulatory, legal and corporate
requirements for all jurisdictions.
Provide expert testimony to regulatory Commissions and legislative bodies on
transportation/contract service planning matters.
Maintain working knowledge of legal requirements for application of tariffs and
agreements.
Advise affected departments of compliance requirements ordered by Commissions.
Review and analyze competitors' rate structures for consideration in developing
future rate design proposals. Initiate and develop data/information necessary to
prepare testimony and exhibits for Commission filings regarding regulatory matters.
Prepare exhibits and responses to data requests (interrogatories) from parties
outside of the company.

Additional Activities

Provide monthly report of department activities to management.
Represent the corporation in outside industry/trade organizations.
Testify before regulatory commissions and legislative bodies.
Maintain working relationship with regulatory commission staffs regarding
transportation and contract matters.

OTHER REQUIREMENTS

I

There are broad precedents and practices which the incumbent uses as guidelines to
determine how this job is performed. This position requires 8 to 10 years of relevant
work experience. The incumbent frequently exchanges information with senior
management and department heads of the following departments: Rates, Demand
Planning, Gas Resource Management, Central Gas Dispatch, Staff Engineering, State
and Federal Regulatory Affairs, Legal, Energy Services, Accounting and Division
Service Planning and Operations.
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TITLE:
JOB CODE:
DIVISION:
DEPARTMENT:
DATE APPROVED:

Senior ManagerlKey Account Management
GS00002044

Corporate
Key Account Management

March 7, 2003

APPROVED BY: DATE :
(For Sr. Evaluation Committee)

POSITION OVERVIEW

The incumbent is accountable for the negotiation and administration of all transportation
contracts and anti-bypass contracts and other special contracts, such as special
purchase agreements and optional sales agreements for all customers of the
corporation that exceed 50 MMBtu/d of usage to ensure that such agreements are in
compliance with the terms of the tariff and meet the goals of the Company. The
incumbent is also responsible for the development of programs that target key account
segments to improve margin for the Company and improve eff iciencies and
effectiveness of the Key Account Management Department.

POSITION DIMENSIONS

Department budget accountable for:
Personnel supervised: .

$2,000,000 - $4,000,000
12 Exempt

3 Non-exempt

NATURE AND SCOPE

The Senior Manager/Key Account Management reports to the Vice President/Gas
Resources and Energy Services, as does the Director/Gas Supply. Reporting directly to
the position are the Manager/Key Account Management, one Supervisor/Key Account
Management, and one Administrative Secretary.

Note: This position involves the activities listed below. The activities in bold are the
most critical for this job. The activities marked with an asterisk (*) are those in
which the incumbent spends the most time. (Asterisks may be added by
supervisor for each incumbent)

The incumbent is personally responsible to:

*

=l=

Manage the negotiation and preparation of all gas transportation agreements
with customers whose usage exceeds 50 MMBtuld to ensure adequate return
on Investments for the Company, and compliance with the respective state
tariffs;
Manage and coordinate the administration of all customer transportation
agreements and related agreements to ensure performance under these legal
instruments;
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*

*

*

*

*

*

*

*

Manage the preparation and negotiation of all amendments to customer gas
transportation agreements, special procurement agreements and optional fuel
agreements;
Provide guidance and oversight for the development and the implementation
of programs for large customers to ensure such programs are in compliance
with the respective state tariff and meet corporate goals;
Analyze customers' transportation options and develop anti-bypass strategies
that meet corporate goals;
Negotiate all large generator contracts to provide compliance with the
respective state's tariff and to ensure adequate return on investment for the
corporation;
-Retain, train, and develop industrial. gas engineers who the effectively
represent the Company with large customers;
Provide guidance, experienced insight and leadership to the department and
others on contractual and financial issues related to large customers;
Represent the Company with respect to large customers and related tariff
issues in regulatory proceedings andlor settlement negotiations;
Participate in contract litigation and regulatory issues, including preparation
of discovery, depositions, analysis, and testifying as necessary;
Ensure compliance with Federal and State regulations,
Establish and maintain close business relationships with the Company's largest
customers, primarily electric generators,
Stay abreast of changing market conditions that affect large customers,
Act as the primary contact with both internal and external auditors on matters
relating to contracting, administration of contracts, and compliance with corporate
policy and procedures.

The incumbent manages other who:

*

an

*

*

Provide administration of customer gas transportation agreements, special
procurement agreements, and optional sales agreements;
Negotiate with customers for the installation of new equipment to provide
additional margin for the corporation;
Provide energy surveys to customers with recommendations for new gas field
equipment;
Negotiate anti-bypass agreements to provide maximum available benefit to the
Company;

* Analyze and develop marketing programs for the large customers that provide for
improved profit for the Company,

* Develop and maintain solid business relationships with large customers.

The incumbent, with others. is responsible to:

Analyze industry trends and changes which may require changes in corporate
strategy for large customers and make policy recommendations to ensure corporate
objectives are met,
Review Company policies, procedures, and information systems as they relate to
KAM business and make recommendations to senior management.
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OTHER REQUIREMENTS

There are established precedents and practices that the incumbent uses as guidelines
to determine the basis for how this job is performed. This position requires a bachelor's
degree or equivalent, with a minimum of 10 years work experience.

The incumbent frequently exchanges information with other departments outside of Key
Account Management, outside consultants, regulatory agencies having jurisdiction, and
the Company's largest customers.
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Industrial Gas Engineer
GS00002060

TITLE:
JOB CODE:
DIVISION :
DEPARTMENT:
DATE:

Key Account Management
January 1993

APPROVED BY: DATE :
(For Sr. Evaluation Committee)

POSITION OVERVIEW

This position is directly involved with the negotiation, administration, and regulatory
activities for key account customers. Key account customers are large customers who
require transportation service, optional alternate fuel rates or other special investment,
supply or anti-bypass contracts.

POSITION DIMENSIONS

The incumbent does not have accountability for personnel or budgets.

NATURE AND SCOPE

The Industrial Gas Engineer is a staff position, located in the division, which reports to the
Supervisor/Key Account Management.

Note: This position involves the activities listed below. The activities in bold type are the
most critical for this job. The activities marked with an asterisk (*) are those on
which the incumbent spends the most time. (Asterisk may be added by supervisor
for each incumbent.)

The incumbent is personally responsible to:

*

*

*

*

*

*

*

*

*

Negotiate contracts and rates with large customers which: (a) require
transportation service; (b) have alternate fuel capability; (e) have the potential to
bypass; or (d) require a special contract due to the investment or supply
arrangement
Maintain close contact and working relationships with key account customers
Maintain up-to-date alternate fuel and energy price information
Maintain up-to-date knowledge on upstream Interstate pipeline rates and tariffs
Prepare fuel and energy studies and analysis and develop proposals for
transportation, optional and anti-bypass rates and service
Identify customers with bypass potential
Maintain up-to-date customer information file
Init iate and develop market opportunit ies and develop plans to remain
competitive
Perform the activities related to the Strateglc Accounts program

Southwest Gas Corporation Page 1 of 2 Exempt Position Description\
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Industrial Gas Engineer
GS00002060

*

*

*

*

*

*

*

*

*

*

Maintain communications with key account customers with respect to tariff
provisions and state and federal regulations
Administer Title Assignmentandlor CapacityRelease programs
Ensure key account customers are kept informed of company filings
Explain transportation imbalance management to customers
Determine market and specific customer requirements and appropriate corporate
action
Identify opportunities to increase the corporate margin for key account
customers
Ensure that service agreements and other binding documents are executed
between key account customers and the division vice president
Coordinate Division Engineering studies for key account customers
Coordinate meetings with division management and the management of key account
customers using the Corporation's Strategic Accounts Program
Ensure adequate and timely coordination of company services for key account
customers
Prepare alternate fuel studies
Prepare economic and sales forecasts

The incumbentassists others to:

*

*

*

*

Resolve billing disputes between key account customers and the company
Ensure satisfactory customer service to key account customers
Explain Company's transportation policy and procedure to division customers
who may qualify for this tariff
Determine impact of competitive forces in the marketplace
Explain Company's transportation and alternate fuel rate policy and procedure to
Commission Staff members

Additional Activities

Inform division management of key account activities

OTHER REQUIREMENTS

There are established precedents and practices which the incumbent uses as guidelines to
determine how this job is perfumed. This position requires 3 to 4 years of relevant work
experience. College degree required with engineering discipline preferred or equivalent
work experience. The incumbent must be able to establish working relationships with
others not under the incumbent's supervision.

The incumbent frequently exchanges information with department heads of other company
activities (such as Division Engineering, Division Service Planning, Division Technical
Services, Division Customer Service, Division Accounting and Division Legal), outside
consultants, and trade associates.
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Definitions of Functional Cost Centers
For the Year Ended December 31 , 2007

Advertisement manages the development and placement of advertisements in national
print and electronic media. .

Corpora te  Affa irs provides  opportunitie s  for inte raction be tween member companies  and
the  financia l community. The  focus  is  to promote  inte re s t in the  inves tment opportunitie s
in the  indus try.

General and Administrative includes:
1. Ofice of the President provides senior management guidance for all AGA

activities.
2. Human Resources develops and administers employee programs and provides

office and personnel services.
3. Finance and Administration develops and administers financial accounting and

treasury services and maintains computer services capability.

General Counselprovides legal counsel to the Association.

Industry Finance and Administrationdevelops and implements programs 'm such areas as
accounting, human resources, and risk management for member companies.

Operations and Engineering Management develops and implements programs and
practices to meet the operational, safety, and engineering needs of the industry.

Policv. Planning. and Regulatory Affairs includes :
l . Policv & Analvsis identifies the need for and conducts energy analyses and

modeling efforts in the areas of gas supply and demand,economics, and the
environment.

2. Re2ulatorv Affairs provides members with information on FERC and state
regulatory developments, prepares testimony, comments, and filings regarding
regulatory activities.

Public Affairs provides members with information on legislative development; prepares
testimony, comments, and filings regarding legislative activities, lobbies on behalf of the
industry. It also includes Communications, which develops informational material for
member companies and consumers and coordinates adj media activity.
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Southwest Gas Corporation
Docket No. G-01551A-07-

BEFORE THE ARIZGNA CORPORATION COMMISSION

Prepared Direct Testimony
of

LAURA LOPEZ HOBBS

INTRODUCTION

Q. 1

A. 1

Please state your name and business address.

My name is Laura Lopez Hobbs. My business address is

5241 Spring Mountain Road, Las Vegas, Nevada 89150-

0002.

Q. 2

A. 2

Q. 3

By whom and in what capacity are you employed?

I am employed by Southwest Gas Corporation (Southwest or

the Company) as Director of Human Resources.

summarizePlease educational background and

A. 3

Q. 4

your

professional experience.

My background and experience are reflected in Appendix A

to my direct testimony.

you previously testified before

commission?

Have any regulatory

A. 4

Q. 5

Yes. I have previously testified before the Public

Utilities Commission of Nevada (PUCN).

is the purpose of your direct testimony in thisWhat

A. 5

proceeding?

The purpose of my direct testimony is to support the test

associated with Southwest's Supplemental

Plan and the Management

1

2

3

4

5

a I.

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

year expenses

Executive Retirement (SERP)

Incentive Program (MIP) as part of the Company's total

Fawn No. 155.0 (03/2001) Word



compensation package for management/executive employees

(Total Compensation). The Company' s Total Compensation

therefore, the Commissionis prudent and reasonable;

should not disallow portions of the MIP costs or the

SERP costs in this proceeding.

REASONABLENESS OF EXECUTIVE TOTAL COM:PENSATION

Q. 6 Can you explain the Company' s philosophy with regard to

compensation of its management/executive employees?

andA. 6 The Company's management

is designed to

compensation

attract,

benefits

package

skilled management for the organization.

retain and motivate

In addition,

the compensation package

internally

is intended to be reasonable,

equitable tied toand

Q. 7

competitive,

performance.

How can the Company demonstrate that SERP and MIP are

A. 7

1

2

3

4

5

6 II.

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

reasonable components of the Total Compensation Package?

SEC executive compensation rules provide the ability to

compare the Company's Total Compensation. with that of

other utilities within its geographical area. To make

the comparison, the Company utilized the most recent

publicly available proxy statements of the other major

western energy utilities ("Proxy Peer Group") . Southwest

its five highest paid employees' Total

Compensation, which includes Base Salary, Bonus, Other,

Restricted Stock Awards, Options Awards, Non-Equity

Incentive Plan, Long Term Incentive Payout and All Other

Compensation, 'to the five highest paid employees of each

compared

Farm No. 155.0 (03/2001) Word -2-



Q. 8

A. 8

Proxy Peer Group company.

Describe the Proxy Peer Group used in this proceeding?

The Proxy Peer Group consists of all major utility

companies in Arizona, California, Nevada, Oregon, Utah

and Washington. The Proxy Peer Group is identified on

(LLH-1) and is ranked by total compensation

for the five highest paid employees (from highest to

Southwest included to show its

Exhibit No.

ranking

Q. 9

A. 9 for the

not a t the

Q. 10

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27 A. 10

lowest); is

amongst its peer utilities.

Describe the Company's findings as a result of its

analysis of the Proxy Peer Group.

The Company compared the compensation five

highest paid employees across the Proxy Peer Group with

that of Southwest. (Exhibit No. (LLH-1) ) . Although

only 2 of the 13 companies listed in the Proxy Peer

Group serve more customers per employee than Southwest,

only 2 companies rank below Southwest in terms of total

compensation Northwest Natural and Portland General

Electric, both of which rank well below Southwest in

number of customers served and number of customers

served per employee. These comparisons demonstrate that

only are management/executive employees

Company compensated within a reasonable range, they are

well below a majority of their peers.

Do other utilities in the Company's Proxy Peer Group

offer incentive plans to their employees?

Virtually' all other utilities in the Proxy Peer Group

Form No. 155.0 (03/2001) Word



have incentive plans, including programs like the SERP

Southwest must offer this compensation as

part of its overall compensation package in order to

and the MIP.

Q. 11

A. 11

remain competitive in the marketplace.

Briefly summarize the purpose of the SERP and the MIP.

In general, these plans are offered to Southwest's senior

management/executive employees to highly

qualified individuals to manage and run the Company and

attract

to ensure their retention for the benefit of customers

shareholders. The Total Compensation package,

is crucial for the

and

including the MIP and the SERP,

to remain attracting and

I f Southwest

Company competitive in

maintaining quality management employees.

does not provide a Total Compensation package which

benefits,includes a competitive collection of the

well-motivated

chances of attracting and retaining a highly-skilled,

workforce is greatly reduced and

Q. 12

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

A. 12

ultimately increases costs and decreases service levels

to customers.

Why is the MIP an important component of Southwest's

management/executive compensation package?

The Company's MIP provides variable compensation

management/executive employees for the achievement of

specific goals and benchmarks important to both the

short-term and long-term success of the Company. Forty

(40) percent of the total award earned under the MIP is

paid in cash immediately following the financial close

t o

FOWTI No. 155.0(03/2001) Word
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of the most recent calendar year.

(60) is awarded through

performance shares.

percent

The remaining sixty

the issuance of

These performance shares vest three

years in the future. The longer-term performance shares

act as a retention tool while aligning the interests of

management/executive employees,

customers for continued financial and customer-oriented

shareholders and

Q. 13

performance.

Why is the SERP an important component of Southwest's

A. 13

executive compensation program?

The SERP compensates an officer for the limitations on

compensation and the exclusion of deferred compensation

in the basic (qualified) retirement plan (BRP) provided

The SERP is an

unqualified payments are

guaranteed (i.e., participants are general creditors of

the corporation) . Some form of SERP benefit is common

other employees

plan and,

of the Company.

such,a s not

Q. 14

A. 14

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

in the utility industry.

How does the Company' s executive compensation compare to

the Proxy Peer Group?

The difference is most evident in the compensation per

In Exhibit No. (LLH-1) Southwest

demonstrates that the total compensation per customer

for the five highest paid Southwest executives is $2.47.

Only one company in the Proxy Peer Group has lower total

compensation per customer for the five highest paid

executives. Yet, only one other company ranks higher in

customer amount •

Form No. 155.0 (03/2001) Word



Q . 1 5

A. 15

Q . 1 6

A. 16

productivity based on the number of customers served per

employee.

Can the Company provide an example of the cost of

executive compensation for other Arizona utilities?

An analysis of Uri source and Pinnacle West data reveals a

compensation per customer cost of $7.38 and $13.05,

respectively.

Should the Commission include the MIP and SERP expenses

in the cost of service in this proceeding?

Southwest'sYes . Tota l

and reasonable I

As demonstrated herein,

Compensation package, which includes the MIP and SERP as

essential components, is prudent

Virtually all other utilities in the proxy groups have

MIP and SERP plans. it is critical that

Southwest continue

As s uch,

a ndMIP SERP to be

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

plans

competitive with i t s peers. Southwest ranks near the

top i n  t he customer-to-employee ra t i o (product ivity) and

near the bottom i n management/executive compensation

do l l a rs (reasonable) . Therefore,

disallowance of part or a l l of the MIP or SERP would

have a punit ive ef fect on a compensat ion package that i s

a lready wel l  be low the market. Such a re su l t i s un fa i r

and inequi tab le . Southwest concludes that the recovery

of i t s MIP and SERP expense i n t h i s proceeding i s

appropriate not only because i t i s a normal, on-going,

and necessary expense, but i t i s inherent ly reasonable

when its Total Compensation package is measured against

pe r customer a

Form No. 155.0 (03v2001) word -6-



1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

Q. 17

A. 17

other southwest regional utilities.

Does this conclude your prepared direct testimony?

Yes, it does.

Fcvm No. 155.0 (03/2001) Waled
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Appendix A
Page 1 of 3

SUMMARY OF QUALIFICATIONS
LAURA LOPEZ I-IOBBS

(UNLV) degree

Business Administration and a Master degree in Business

I graduated from the University of Nevada

in of1981 with a Bachelor Science

Las Vegas

i n

Administration from UNLV in 1990.

Nevada

From 1981 to 1984, I was employed by Valley Bank of

positions the trust andi n various i n audit

departments .

I n

In 1984, I began my career with Southwest as a Human

Resource Analyst in the Human Resource Department.

I was promoted to Benefits Administrator.1987, I was

primarily responsible for day-to-day administrations of the

various employee benefit plans, including medical, dental,

and 401 (k) employee investment plans, and development and

distribution of employee benefits statements.

II n was to Investor Relations1989,

and

promoted

transferred to the Investor RelationsSpecialist

Department.

Relations, for Investor

Relations and

In 1993, I was promoted to Manager of Investor

with managerial

Shareholder

responsibility

Services Departments for

Southwest . While in these positions, I was responsible for

primary contact with the financial community,

institutional shareholders, portfolio

specialists with the New York Stock Exchange.

managers I

Further

including

and

responsibilities included developing shareholder



Appendix A
Page 2 of 3

communications, including annual and quarterly reports, as

well as presentations and analyses for financial analysts,

disclosurecomplia nce with regulatory reporting

and being a member of the National Investor

and

requirements,

Relations Institute.

In January 2001, I was promoted to Senior Manager of

Corporate Human Resources. includedMy responsibi l i t ies

directing and managing executive, exempt, and nonexempt

employee compensation programs; reviewing compensation

trends throughout relevant indust r i es a n d  i n i t i a t i n g  a c t i o n

to ensure Company compensation programs are compet i t ive and

cost-effective; employment

employment functions included employee relations; staffing;

I also

a nd functions . The s e

and equal employment opportunity (EEO) matters.

managed developmentthe and integrity

I  continued to direct the

o f the Human

Resources information systems.

Shareholder Services Department, which inc lude s tra ns fe r

agent and stock registration activi t ies, annual meetings ,

Dividendproxy sol ic i tat ion,

Reinvestment and Stock Purchase Plan.

and administration o f the

Company I

I n 2005, I was promoted to my present po s i t i o n as

Director/Corporate Human Resources. I n add i t i on to the

r e spo n s i b i l i t i e s mentioned above, I am responsible f o r the

consistency of employee bene f i t s programs throughout the

Benef i t s DepartmentThe ide ntifie s bene f i t

program requirement s and regulations, establishes and



Appendix A
Page 3 of 3

tracks benefit budgets and is responsible for administering

employee welfare, investment and retirement plans.

In andaddition, Compensation

Departments work together to build employee awareness of

total compensation which encompasses cash compensation and

the Benefits

benefits .
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Southwest Gas Corporation
Docket No. G-01551A-07-

BEFORE THE ARIZONA CORPORATION COMMISSION

Prepared Direct Testimony
of

THEODORE K. WOOD

INTRODUCTION

Q. 2

A. 2

Q. 3

3

Please state your name and business address.

My name is Theodore K. Wood, and my business address is

5241 Spring Mountain Road, Las Vegas, Nevada 89150.

By whom are you employed and in what capacity?

I am employed by Southwest Gas Corporation (Southwest or

the Company) as Senior Manager in the Treasury Services

Department.

Does Appendix A summarize your educational background and

business experience.

Yes, it does.

Have you previously

commission?

testified before any regulatory

Yes . I testified

(Acc

before the Arizona

Commission) , the

and the

previously

Corporation Commission or

California Public Utilities Com~~ission (CPUC)

Public Utilities Commission of Nevada (PUCN) .

Federal

I also

provided testimony

Regulatory Commission (FERC) .

what is the purpose of your direct testimony in this

written to the Energy

1

2

3

4

5

6 I.

7

8

9

10

11

1 2

13

14

15

16 A .

17 Q. 4

18

19 AQ 4

20

21

22

23

24

25 Q. 5

26

27 A. 5

proceeding?

The purpose of my direct testimony is to support the

Form No. 155.0 (03/20011 ward



o ve r a l l rate o f
r

o f the rate

Company's requested return.

Specifically, my direct testimony details the requested

capital structure and the embedded cost of long-term debt

and preferred equity used for determining the appropriate

cost capital for Company's Arizona

jurisdiction. I discuss the significant

interdependence of the Company's proposed rate design,

capital structure, and overall rate of return on the

Company's bond ratings and financial profile.

In addition,

five main sections : (1)My testimony comprises

introduction; (II) the and use o f a n

aa ppropria te

re vie w o f fin a n c ia l and

o f

development

capital structure for ratemaking;

the prof i le

requested

and overall rate of return

the

Company' s

Company' S rate design,

o n the

importance

capital structure,

Company's future financial profile; (IV) the development

of the embedded cost of long-term debt; (V)

development of the embedded cost of preferred equity.

Southwest witness Frank Hanley discusses the development

and the

Q. 6

of the proposed cost of common equity.

Have you determined a reasonable rate of return necessary

for Southwest to earn a fa i r return on i t s Arizona

A. 6 Yes .

distribution properties?

An overall rate of return of 9.45 percent for the

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

Arizona jurisdiction is reasonable in this proceeding and

business,

This rate of return is

properly Company' s

financial, and regulatory risks.

reflects the level o f

Form No. 155.0 (03/2001) Word



developed as follows:

Southwest Gas Corporation
Arizona Rate Jurisdiction

Component

Long-Term Debt

Preferred Equity

Common Equity

Ratio

51.00%

4.00%

45.00%

100.00%

Cost

7 1 96%

8.20%

11.25%

Weighted Cost

4.06%

0.33%

5.06%

9.45%Total

Q. 7

A. 7

The recommended rate of return on fair value rate base is

7.04 percent.

why is the proposed rate of return appropriate and

necessary for Southwest?

This rate of necessary

Company's financial integrity, to allow the Company to

attract new capital and to permit Southwest's equity

holders the opportunity to earn a fair and reasonable

rate of return.

Moreover, this rate of return meets the standard of

reasonableness set forth by the United States Supreme

Court in Blue field Water Works & Improvement Co. v.

Public Service Commission of West Virginia, 262 U.S. 679

return i s t o maintain the

(1923) (Blue field)

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

"The return should be reasonably sufficient to
assure confidence in the financial soundness
of the utility, and should be adequate, under
efficient and economical management, to
maintain and support its credit and enable it
to raise the money necessary for the proper
discharge of its public duties."

Fawn No. 155.0 (03/2001) Word
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Furthermore,

comparability standard set by the court in the Federal

Power Commission v. Hope Natural Gas Company , 320 U.S.

this rate of return meets the

591 (1944)(Hope)

". . . the return to the equity owner should
be commensurate with returns on investments in
other enterprises having corresponding risks."

An explanation regarding the practical application

of these two court rulings to a diversified utility such

as Southwest is appropriate.

The Company has, since the late 1950s, filed rate

"diversified" Thecases

jurisdictional rate case filings are based on the f act

that Southwest, a s a natural gas utility, serves three

states with several different ratemaking jurisdictions.

distribution

a s a multi-

The gas

within each

Company

required rates

requests only

of return in

jurisdiction. The debt

all filings

and preferred costsequity

requested utility-only

Southwest's practices assure that the costs of utility

Southwest's

i n this filing are costs.

attributable to each of

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

operations

jurisdictions are properly insulated from the impact of

any non-utility activities.

In summary, Southwest's requested rate of return in

proceeding to

shareholders and properly reflects the risks and returns

appropriate for its gas distribution properties.

this is both customers and

Fom No. 155.0 (03/2001) Word



RECOMMENDED CAPITAL STRUCTURE

Q. 8 What is Southwest' s current ACC-authorized ratemaking

capital structure and overall rate of return?

A. 8 In the Company's last general rate case (Decision No.

G-01551A-04-0876, dated February 23,

following capital

68487 in Docket No.

2006), Commission adopted the

structure, capital costs and overall rate of return:

the

Southwest Gas Corporation
ACC Authorized Rate of Return

Decision no. 68487

Component

Long-Term Debt

Preferred Equity

Common Equity

Ratio

55.00%

5.00%

40.00%

100.00%

Cost

7.61%

8.20%

9.50%

Weighted Cost

4.19%

0.41%

3.80%

8.40%

1 11.

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

Total

The authorized rate of return on fair value rate base was

6.63 percent. The authorized capital structure was based

on a hypothetical capital structure, which contained

approximately 6 percent more common equity than the

actual common equity ratio at the end of the test period

(August 31, 2004) of 34.1 percent. The use of a

hypothetical capital structure was consistent with past

Commission decisions, recognizing Southwest's higher

financial risk (lower common equity ratio) relative to

its peers in the natural gas local distribution companies

(LDC) industry. In addition, in the Order, the Commission

required Southwest to submit a recapitalization plan

". . . explaining how it intends to achieve a 40 percent

Form No. 155.0 (03/2001) Word



next rate 1case" I I n1

2

3

4

5

with the the Company

2007

Q. 9

equity prior to the Company's

compliance Commission's Order,

submitted its Recapitalization Plan on. April 20,

(attached hereto as Exhibit No. (TKW-1)).

Has the Company achieved a 40 percent common equity

6

7

8

9

10

A. 9
ratio?
Yes, the common equity ratio
42.9 percent as shown below:

a t April 30, 2007 was

Permanent Capital
Long-Term Debt
Preferred Equity
Common Equity
Total

Percent
52.7%
4.4%
42 • 9%

100.0%

11 Q- 10 Please compare the Company' s current capital structure to

12 its capital structure at the end of the previous test

13 period, August 31, 2004.

A. 10 The Company' s actual ratemaking capital structure a t

August 31, 2004 and April 30, 20072 is as follows:

16

17 SOUTHWEST'S ACTUAL RATEMAKING CAPITAL STRUCTURE (s IN MILLIONS)

18

19

Dollar

Increase

$ 10
20

21

22

Capital

Long-Term Debt

Preferred Securities

Common Equity

Total

306

316

23 During this

Percent of Capital

8/31 /2004 4/30/2007

60.8% 52.7%

5.1% 4.4%

34.1 % 42.9%

100.0% 100.0% $

32-month period,

Percent of

Increase

3 %

0 %

97%

100.0% .

rat Ema king

24

25

26

27

1 Decision No. 68487, Page 25, Line Nos. 12-14, dated February 23, 2006.
2 The ratemaking capita l structure i s the Company's gas segment permanent

capital structure, which includes common equity, preferred and
long-term debt. Short-term debt is excluded as short-term debt used
primarily to finance working capital and PGA receivable balances, not
long-term rate base assets.

s e curitie s
i s
a nd

14

15

FarmNo.155.0 (03/2001) Word



Thiscapital increased by approximately $316 million.

total consists of a $306 million increase in common

equity and a $10 million increase in long-term debt.

Because Southwest was able to finance most of the

ratio 8.8

No.

incremental capital with common equity, the common equity

improved percentage Exhibit

(TKW-2) the detailed

by

displays

points .

changes i n the

Q. 11

capital structure.

Please discuss how the Company increased its common

A. 11

equity since the previous test period of August 31, 2004.

The $306 million increase in common equity came from

three sources:

from the

(2) the issuances o fperiodic

additional common via the

(1) the issuance of additional common equity shares

Company' s existing equity plans

(Dividend Reinvestment and Stock Purchase Plan,

Employee Investment Plan, Management Incentive

Plan, and Stock Incentive Plan);

secondary market

equity shares

Company's Equity Shelf Program (ESP)3; and

increase(3) an in retained earnings ¢

Approximately growth

common equity during this period resulted from

the issuance of additional shares of common

58 percent of the of

stock, while 42 percent of the growth resulted

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27
3A description of the Company's ESP is provided
Recapitalization Plan, Page 7, attached as Exhibit No.

in the
(TKw-1).

Company' S
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2004.

the

from increased retained earnings.

Southwest issued over 6.6 million shares of common

equity, which represents an increase of 18.6 percent of

its outstanding common equity shares since August 31,

From August 2004 through April 2007, the Company

issued approximately 3.8 million shares of common stock

through its existing plans, with net proceeds of $104.9

million. From August 2004 through April 2007,

Company issued approximately 2.8 ndllion common shares

through the ESP with net proceeds of $74.6 million.

Company originally established a three-year, $60 million

ESP in May 2004. The Company began issuing shares

through the ESP in June 2004 and issued the entire $60

million ESP by the end of September 2005. In March 2006,

the Company established a three-year, $45 million ESP.

At April 30, 2007, the Company had approximately $16.7

million of remaining capacity under its existing $45

million ESP.

The

retained

From August 2004 through April 2007, Southwest's

increased by $127 . 9 million .earnings

Contributing to this improvement were increased earnings

from rate Nevadagranted in

rate relief and annual margin adjustments

Southwest's

jurisdictions,

(attrition) in Southwest's California jurisdictions, and

realized rate relief granted in Southwest's 2004 Arizona

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27 Q. 12

general rate case.

Please discuss the recommended capital structure used to
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A. 12

develop the overall proposed rate of return in this

proceeding.

The recommended capital structure used to determine the

rate of return consists of 51 percent long-ternx debt,

four percent preferred equity, and 45 percent common

equity.

The recommended capital structure is referred to as

a target capital structure rather than a hypothetical, as

the Company reasonably expects to achieve this capital

structure near or shortly after the time when new rates

will become effective. During the 32-month period

between the end of the test period (April 30, 2007) and

the end of the test period in the prior rate general rate

case (August 31, 2004) , the Company has significantly

improved its capital structure, improving its common

equity ratio by 8.8 percentage points, from 34.1 percent

to 42.9 percent common equity. Based on the Company's

demonstrated rate of improvement, it is reasonable to

assume that the Company will achieve 45 percent common

equity ratio, which is only 2.1 percentage points higher

than the test period actual common equity ratio of 42.9

percent I

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

to continue

reflected in Southwest's 2006 Annual Report,

The commitment the improvement

where the

i s

Company stated that it expects to issue $100 to $125

million from its various common stock programs during the

three-year period ending December 31, 2009. During the
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the estimatessame three-year period, Company that

capital expenditures will be approximately $880 million,

with cash flow from operations (net of dividends) funding

90 ($792 million) the capital

The $100 to $125 million of external funds

over percent of

expenditures.

from the issuance of common equity will more than cover

the external funding requirement (S88 million) , with the

remainder ($12-$37 million) available to reduce the net

balance of outstanding debt.

Q. 13

A. 13

How does the recommended target common equity ratio

compare to the common equity ratio approved in general

rate proceedings across the country?

Analyzing the decisions of 45 general rate cases for gas

utilities across the U.S. for the time period January 1,

authorized2005 through March 31, the average

common equity ratio for ratemaking was 47.9 percent.

This average is almost 300 basis points higher than the

2007,

Company' s

percent D

requested target common

Exhibit No.

equity ratio of 45

(TKW-3) displays the individual

and the authorizedcompanies I the state jurisdiction,

common equity ratio used to compute the average.

Q. 14

A. 14

How does the recommended target capital structure compare

to a representative group of Southwest's peers?

The Southwest actual, target, and five-year average

permanent capital structures of the proxy group of eight

LDCs used by Mr. Hanley in his testimony to estimate the

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27 cost of common equity are as follows:
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1

2

4

3

5

Type of Capital

Long-Term Debt
Preferred Stock
Common Equity

Total

SWG
Actual

52.7%
4 .4%

42. 9%
100.0%

Permanent Capital Structure Ratios
SWG Proxy Group of

Target Eight LDCS1

51.0%
4.0

45.0%
100.0%

47.5%
.4%

52.1%
100.0%

1
6

7

Five-year (2002-2006) average permanent capital structure of a
proxy group of eight local gas distribution companies included in
F. Hanley's testimony. See F. Hanley's Exhibit_(FJH-4) , Sheet 1
of 3.

8
Southwest's actual and target capital structures contain

g

s t r uc t u re o f o f lo ca l gas

12

13

14

Q. 15

significantly more leverage when compared to the average

capital the proxy group

distribution companies included in this table.

Will the capital structure authorized by the Commission

in this proceeding be an important factor considered by

15
A. 1 5 Ye s .

16

17

18

19

credit rating agencies?

Standard & Poor's Rating Services (S&P) analyzes

rate case decisions as the key indicator of the level of

regulatory support for the creditworthiness of utilities.

S&P evaluates the authorized rate of return for a company

other
20

by comparing the equity returns authorized for

and the capitalutilities structure uti l ized to se t

21
rates I As  s ta te d in a n a rtic le  by Todd S hipma n of S &P :

22

25

26

" Once  a  d e c i s i o n  i s reached, Standard & Poo r ' s
analyzes i t s e f f e c t on the f i n a n c i a l f o re cas t
f o r the company, and a l s o t o assess whether
the ac t i ons and precedents be ing se t by the
commission i n i t s d e c i s i o n w i l l have a long -
term e f f e c t on Standard & Poor' s op in i on o f
the regu la t o ry environment i n t ha t
j u r i s d i c t i o n . The ana l y s i s o f the r a t e case

27

10

11

23

24

Farm No. 155.0 (03/2001) Word
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fundamentally explores a two-fold question-
are the new rates based on a rate of return
consistent with the company's ratings, and is
the utility being afforded a legitimate
opportunity to actually earn that rate of
return?

On the former question, the analyst looks t o

equity returns being authorized for other
utilities o f the same credit quality, a s well
as the capital structure employed to arrive at
the overall rate of return being used to set
rates." 4

The other key issue i s whether the utility i s

afforded a reasonable opportunity to earn its authorized

rate of return.

Q. 16

A. 16

Mr. are

Please summarize why the Commission should authorize

Southwest's requested target capital structure.

The recommended target capital structure, together with

Hanley's recommended cost of common equity,

to fairessential the with a andprovide Company

reasonable overall allowed rate of return. This i s

important fo r reasons I the

mus t

thre e principa l

fo r new to

First,

fund theCompany compete capital

continuing significant customer growth and to refinance

maturing debt. S e cond, current investors must have the

opportunity to earn a fair and reasonable rate of return

to maintain their current investment in the Company

comparable, risky,

Third, the Company must also

relative choosing

alternative investments .

to e qua lly

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27
4 Todd A. Shipman,
PowerMarkers . com,
Sheet 3.

"Energy Risk Fresh Look at US Utility Regulation",
February 2, 2004. See Exhibit No. (TKW-4) , Sheet 1 t o
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have the opportunity to earn a f air and reasonable rate

of return to maintain and, over time, improve its credit

ratings, which, in the long-run, is in the best interest

of all stakeholders, including customers.

of the Company' s proposedCommission acceptance

target capital structure would:

(1) Recognize Southwest's substantial improvement

to its common equity ratio;

(2) Augment the Company' s effort in sustaining that

improvement by sending a positive signal of

regulatory support to the capital markets and

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16 III I SOUTHWEST' s FINANCIAL PROFILE

17 A. Credit Ratings

18

19

20

21

22

23

24

(3) Reflect

rating agencies; and

the Company' s equity

expected to be achieved near or shortly after

the time new rates will become effective.

common ratio

credit risk.

25

26

27

What is a credit rating?

A credit rating reflects a rating agency' s opinion of the

creditworthiness of ea particular company, security, or

obligation. Credit ratings play an important role in

capital markets by providing an effective and objective

tool for market participants to evaluate and assess

As such, the Company' s credit ratings are a

key factor in determining the required yield on the

Company' s securities and bank facilities, and the amount

and terms of available unsecured trade credit. Credit

Fawn No. 155.0 (03/2001) Word
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Exhibit No.

rating agencies use both quantitative and qualitative

information in the process of developing a credit rating.

(TKW-5) displays the relationship between

quantitative and qualitative credit rating f actors, the

and the and preferredcredit rating, cost of debt

securities.

Q. 18 How important regulatory

determination of a credit rating for a public utility?

credit

i s the environment i n the

A. 18 For a public u t i l i t y ,

a key factor

rating agencies regard

in determining' a utility's

defines the

regulation as

financial a s

environment operates.

importance of regulation on the credit rating for a

utility is reflected in the following statement by Todd

Shipman of S&P:5

performance I

whichi n the

regulation

The

"In the end, the regulation of public
ut i l it ies is the defining element of the
industry and is often the determining factor
in the ratings of a Utility."

Q. 19 What are the Company's current long-term unsecured credit

19

ratings?

Currently, Southwest's long-term unsecured credit ratings

are "BBB" from Fitch, Inc. (Fitch) , "Baa3" from Moody's

(Moody's) and \\BBB-lI from S&P. The

1v1oody' s and S&P ratings are at the lowest investment

Investor Services

1

2

3

4

5

6

7

8

9

10

1 1

12

13

14

15

16

17

18

19

20

21

2 2  A .

23

24

25

26

27
5 Todd A. Shipman, Energy Risk
PowerMarkers.com, February 2,
Sheet 3.

FreshLook at US Utility Regulation,
2004. See Exhibit No. (TKW-4), Sheet
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grade rating, while the Fitch rating is one level above

the threshold for an investment grade rating.

agencies provide

ratings outlook, which is an assessment of the direction

of the credit rating over the

In addition I credit rating a

term.

intermediate to longer

The current rating outlook for Southwest provided

by both Fitch and Moody's is "stable". S&P, on March 27,

2007, changed the Company's ratings outlook from "stable"

"positive". The latest

reports are included in Exhibit No.

available credit agency

Q. 20

(TKW-6) n

Have there been any changes in the credit ratings since

the decision in the Company's last Arizona general rate

case?

A. 20 Yes . On May 30, 2006, Moody's downgraded the Company' s

unsecured bond rating from "Baa2" to "Baa3". Moody's

rationale for the downgrade was stated as follows:

"The downgrade reflects the view that the
credit measures of SWX remain weak when
compared with its gas utility peers in light of
its continued rapid growth and sensitivity to
decline in earnings on account of warmer than
normal weather and the absence of revenue
decoupling in. Arizona (54% of gross margins)
and Nevada (37% of gross margins) that would
serve to protect this company from weather
variation and customer conservation.••I

1

2
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4

5
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13

14
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19

20
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22

23

24

25

26

27

While the company was able to obtain some rate
relief in recent years, the fact that it is
among the fastest growing gas utilities in the
country (5% p.a. growth) continues to expose it
to regulatory lag as rate cases in its key
state of Arizona take at least a year to

Form No. 155.0(aw) word
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resolve and even then, typically deliver only
part of the rate improvement necessary for it
to earn its allowed rate of return."

The key point i n Moody's rationale i s the Company's

inability t o achieve and sustain its allowed rate o f

return due to absence of protection in the Company's rate

design to address declining average customer usage and

margin variations due to weather. Also, Moody's pointed

out the Company's continuing exposure to regulatory lag

in addressing these issues. Moody's current assessment

is

of regulatory support for Southwest, which i s a core

rating f actor i n the determination of the rating,

rated "Ba" grades. A regulatory

assessment of "Ba" is defined by Moody's ask:

or below investment

"Inadequate support from Utility Commission to
allow LDCs to recoup allowed expenses; Utility
commissioner or staff tends to play the role
of "consumer advocate" that of ten counters
proposals or initiatives advanced by the LDC.
Cases often take over 15 months to resolve or
LDC is frozen out of rate filings for over 18
months."

Q. 21

A. 21

How does the length of the regulatory review period

experienced by Southwest in Arizona compare to other

regulated natural gas distribution companies?

Reviewing the "AGA Gas Utility Rate Case Database" for 71

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17
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19

20
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22

23

24

25

26

27

6 Moody's Credit Opinion, Southwest Gas Corporation, Moody's Investor
Services, June 21, 2007, p. 4.

'7 Moody's Rating Methodology, NOrth American Regulated Gas Distribution
Industry, Moody's Investor Services, October 2006, p. 11.
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Q. 22

A. 22

general rate cases decided during the time period January

1, 2005 to March 31, 2007, the average length of the

regulatory review period was 277 days. For the Company's

last Arizona general rate case, the length of the review

period was 433 days, which was 156 days longer than the

average of 277 days. In principle, the longer the review

period, the greater the negative financial impact of

regulatory lag. As a result, the Company is exposed to a

higher relative level of regulatory risk, which the

Commission should consider when determining the overall

allowed rate of return. Exhibit No. (TKW-7) lists the

general rate cases by jurisdiction to calculate the

average regulatory review period.

What were S&P's reasons for the more recent change in its

rating outlook for Southwest from "stable" to "positive"?

In the March 13, 2007 S&P press release regarding the

change in outlook, S&P stated the following:

"Standard & Poor's Ratings Services affirmed
its 'BBB-' rating on Southwest Gas and revised
the outlook to positive from stable due to
consistently strong cash flow measures and
declining debt leverage."

1
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8
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"Southwest Gas has made significant progress
toward reducing its historically high debt
leverage and will likely make further progress
as a result of strong internal cash flows,
minimal debt financing, and regular equity
infusions," said Standard & Poor's credit
analyst Leo Carrillo.

"Supportive rate treatment will continue to be
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an important consideration with respect to
ratings improvement, particularly as the
company's customer growth rate slows to a more
moderate pace and declining customer usage
effects possibly become more pronounced in the
absence of decoupling or weather normalization
mechanisms in Arizona and Nevada."

common

The positive outlook recognized improved cash flows

and the signif icant improvement the Company made i n i t s

equity improvement ,

stressed the importance of regulatory support in the form

of rate design mechanisms to address declining average

ratio. For ratings S&P

customer usage and sensitivity to weather.

Q. 23 Please discuss the rate

A. 23

importance of the Company's

design proposals to the Company's financial profile.

Given that a large portion of the Company' s distribution

costs are fixed, and to the extent that fixed cost

recovery is based on

declining

rates using volumetric charges,

per usage asymmetric

regulatory risk to the distribution of returns and cash

flows for Southwest. The asymmetric nature of the risk

customer introduces

associated declining usage

volumetric rate design has been recognized by the rating

with per customer and

agencies l

case,

In the decision for the Company' s last general rate

recognized thatthe Commission also Southwest

1
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g
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usage o n a

"faces increased financial pressure due to

\ 8per customer basis."

declining

Improvements in rate

8 Decision No. 68487 p. 33.
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1 will Southwest a realistic

2

3

4 Southwest with the cash flows needed t o

5

design help provide

opportunity to achieve its authorized rate of return. The

ability to achieve its authorized rate of return would

provide

strengthen its financial metrics and improve its credit

6

7 Q. 24

8

9

A. 24

10

ratings.

What is the Company's target credit rating?

It is management's long-run goal to achieve an "A" credit

rating. The short-run goal, at a minimum, is to maintain

an investment grade credit rating.

The Company believes that obtaining an "A" bond

rating would provide the Company with an adequate amount

of financial flexibility required to access the capital

normalmarket prices

turbulent market conditions .

at reasonable both and

17

Q. 25 for Southwest to

A. 25

22

during

I n addition, a n "A" bond

rating would b e i n the range that has been generally

found t o minimize the long-run average pre-tax cost o f

capital paid by customers.

Why i s i t important, at a minimum,

maintain its investment grade bond rating?

An investment grade credit rating i s required for the

Company to ensure that i t can rel iably and eff ic ient ly

23

24 9

25

Roger A. Morin, New Regulatory Finance, (Arlington, Virginia: Public
Utilities Reports, Inc., 2006) , pp. 505-515, demonstrates using simulation
analysis and a wide range of cost of common equity models that an "A" bond
rating generally results in the lowest pre-tax cost of capital for electric
utilities. In a study conducted by the National Economic Research
Associates, "Capital Structure, Interest Coverage, & Optimal Credit
Ratings", 1999, for UK water utilities also finds that an "A" bond rating
is optimal.

11

12

13

14

15

16

20

21

18

19

26

27
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raise t o finance capital expenditures,capital

accommodate its seasonal working capital requirements,

its gas procurement function, andfacilitate meet its

obligations to serve customers.

As 2006 Annual

31, of

noted in the Company' s Report,

Southwest anticipates capital expenditures during the

three-year period ending December 2009,

approximately $880 million. In addition, over the next

six years (2007-2012), the Company has a total of $717

million of debt that will mature, a large portion of

Falling belowwhich refinancing. a nrequire

grade jeopardize

Company's ability to raise the required capital for this

level of capital expenditures and to refinance maturing

debt instruments, without considerably increasing the

cost of funds and placing upward pressure on customers'

investment credit rating would the

rates.

investors at a minimum, to remain

Thus, i t i s i n the best interest o f customers and

for the Company,

investment grade, as fa i l i ng to do so would s ign i f i cant l y

increase the cost of capi ta l and gas procurement costs,

a l l of which would translate i n to higher rates for

customers and higher risks for investors.
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24 B . Relative Investment Risk

25

26

27

Q. 26 How do Southwest's credit ratings, interest coverage, and

return on common equity compare to the proxy group of

natural gas distribution companies?
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4

2

3

8

9

5

6

7

1 A. 26 The ratings,

operations interest coverage, and actual return on common

equity are shown below:

Bond Ratings[1]:
S&P
Moody's

Return on Common Equity[2]

FFO Interest Coverage[2]

Description

comparative a v e r a g e

SWG
Actual

7.38%

BBB-
Baa3

3.38

b o n d

Proxy Group of
Eight LDCS

11. 99%

4 .88

A
A3

f u n d s f r o m

10

11

12

[1] See F. Hanley's Exhibit__(FJH-10)I Sheet 2 of 9.
[2] Five-year (2002-2006) average ratio. See F. Hanley's
Exhibit (FJH-3) , Sheet 1 of 2 and Exhibit (FJH-4) , Sheet 1 of 3.

15

The credit ratings for Southwest are approximately

three notches lower than the proxy group. The Company's

five-year average interest coverage ratio and realized

16

17

18

return on common equity are both significantly lower than

the proxy group measures, both indicating higher risk for

Southwest.

19 Q. 27

22 A. 27

I n t e r m s o f o t h e r r e l a t i v e i n v e s t m e n t r i s k m e a s u r e s ,

w h a t i s S o u t h w e s t ' s r i s k p o s i t i o n i n c o m p a r i s o n t o t h e

proxy group of natural gas distribution companies?

T o d e t e r m i n e t h e r i s k o f i n v e s t i n g i n S o u t h w e s t c o m m o n

23 stock relative three additional

24

25 (1) S&P

26

to the proxy group,

measures of risk are employed, all of which indicate

higher relative investment risk for Southwest:

Business Position; V a l u e Line Investment

27

(2) Survey

(Value Line) Safety Rank; and (3) the common stock book-

13

14

20

21
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to-market ratio. The values for these risk measures for

the individual proxy group companies and Southwest are

displayed i n Exhibit No. (TKW-8) . These relative risk

measures provide collaborative evidence to support Mr.

equityHanley's

Southwest relative to the proxy group.

Please discuss the S&P Business Position profile score.

recommended return on c ammo n for

The S&P Business Position profile score is a 10-point

business profile assessment that assesses the qualitative

attributes of a firm, with "1" considered lowest risk and

"10" the highest risk. The business profile score is

markets, (3 )

management I

determined using five categories:

operations, (4)

S&P states that the emphasis placed on each

category may be influenced by the dominant strategy of

"for a

(1 )

competitiveness ,

regulation,

and

(2)

(5)

For example,the company or other f actors.

regulated transmission and distribution company,

regulation may account for 30 to 40 percent of the

business profile score because regulation can be the

single-most important credit driver for this type of

Southwest businesscompany.

position score of 3.

assigned

The proxy group business profile

scores range between 1 t o 3, with a n average score o f

This measure indicates higher relative investment

r/ has been a

2.3.

risk for Southwest.

Q. 29 Please discuss the Value Line Safety Rank.

The Value Line ranks stocks for safety by analyzing the

1

2

3

4

5

6
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8

9
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26

27 A. 29
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total risk of a stock compared to the approximately 1,700

Value Line ranks eachstocks in the Value Line universe.

stock from 1 (highest) to 5 (lowest) .

tracked in The Value L ine i s  ranked in re lat ionship to

Value Line

Ea ch of the  s tocks

each other, from 1 (highest) to 5 (lowest) .

defines safety as a quality rank, not a performance rank,

ranked 1 and mostand s tocks 2 are suitable for

b e more volatile.

conservative investors, while those ranked 4 and 5 will

The major influences on a stock's

a sSafety Rank are the company' s financial strength,

measured by balance sheet and financial ratios, and the

ofstab i l i ty price

Southwest's Value Line

over the f ive ye a rs .

while the
past

Safety Rank i s

average for the proxy group i s

indicates higher relative investment risk for Southwest.

1. 88.

3,

This measure

Please discuss the book-to-market value ratio.Q. 30

A. 30 The book-to-market r a t i o i s the common stock book value

I n aper share divided by the market price per share.

Well-known study of the capital asset pricing model by

Fama and French10, they find that actual realized returns

on a firm's equity are highly positively correlated with

book-to-marketa firm' s common s tock ra tio  . The y

conclude that the book-to-market ratio can be used as a

proxy for ris k. Based on a comparison of the five-year

average book-to-market ratio for Southwest of 0.73 to the

1
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4

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

21

2 2

2 3

2 4

25

2 6

2 7 10 Eugene F . Fama and Kenneth R. French, 1992, "The Cross-sect ion of Expected
Stock Returns," Journal  of  F inance Vol.47:2, 427-466.
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average of the proxy group of 0.57,

relatively higher level of investment risk.

Southwest has a

Q. 31 Given the Company' s operating environment, what are the

key factors that w i l l enable the Company to continue to

at t rac t  the  cap i ta l  necessary to  meet  i t s  ongo ing  cap i ta l

requirements?

A. 3 1 Generally,

investments based on the risk and reward characteristics

investors will choose between a lte rna tive

the

of the available investment opportunities.

withCompany

alternative investment opportunities in fully competitive

mus t compete othe r

Consequently,

ut i l i t ies and

capital markets to attract equity capital.

successfully

i t must demonstrate an ability to achieve a

For Southwest to a t t rac t e quity

cap i t a l ,

competitive equity

regulated natura l gas u t i l i t y , the Company's ove ra l l

authorized net income ava i lab le f o r i t s shareholders i s

return o n tha t capital . A s a

the a pplica ble authorized

1

2

3 C . Capital Attraction

4
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26

27

ultimately determined by the authorized rate base in each

jurisdiction multiplied by

equity ratio in the capital structure and the applicable

authorized cost of equity.

hasHanley

proceeding regarding a fair and reasonable cost of common

equity, considering the Company's spe c i f i c r i s k fac tors

and costs of common equity for proxy groups of " s im i l a r "

His recommended return on common

Mr. provided testimony i n th is

natural gas utilities.
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The cost o f

equity also factors in the requested capital structure

with a common equity ratio of 45 percent.

common equity and the common equity weighting in the

capital structure must be viewed together in determining

a fair and reasonable return likely to attract the equity

require on a going-forward

to havebasis.

capital the Company will

Accordingly,

opportunity to earn a fair and reasonable rate of return,

as the Blue field and Hope cases support, any adjustment

downward from the requested 45 percent common

investors are the

Q. 32

equity

ratio would require a corresponding increase in the cost

of common equity, and vice versa. For these reasons, the

requested. capital structure, with a 45 percent common

equity ratio, and Mr. Hanley's recommended cost of common

equity of 11.25 percent, are interdependent and critical

to the Company in this proceeding.

the overall rate of return,How does based on the

recommended capital structure and the recommended cost of

balance the interests of both customers and

A. 32

equity,

investors of the Company?

The components of the recommended capital structure were

developed in an attempt to balance the interests of both

investors and customers.
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The Company's financial health

is, over time, important in determining the rates it must

charge its customers. The Company's credit ratings are

significantly influenced by the financial strength of the

The Company's cost of debt and preferred equityCompany I
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capital are, in large part, determined by the Company's

credit ratings. All other things being equal, with

higher credit ratings, the Company' s cost of capital and

the rates it charges its customers would be lower.

With the recommended capital structure and Mr.

Hanley's recommended cost of equity, the Company will

have an adequate authorized overall rate of return that

further strengthen

condition and, over time, improve the Company's credit

ratings and reduce the overall cost of capital.

I t i s also important that investors b e given the

help Southwest's financial

opportunity to earn a rate of return commensurate with

the level of risk associated with their investment.

Investor confidence i n Southwest i s important for both

i ts existing shareholders and for the Company' s future

ab i l i t y to common equity.

overal l  a l l owed rate of  return i s set below the Company' s

the

issue additional I f the

actual cost then i n theof capital, short-run,

Company's customers will pay lower prices for natural gas

service detriment thet o the o f current

investors I

Company' S

However, in the long-run, without achieving

an adequate level of return, the Company may be unable to

attract reasonablefinancing

continue to fund the required capital expenditures and

sufficient a t rates t o
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maintain its quality of customer service. The Company

cannot simply rely on issuing new equity to improve its

capital structure, but must also increase common equity
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The

through retained earnings, as Southwest must strive to

preserve the integrity of its existing shareholders.

recommended capital structure, together with Mr. Hanley's

recommended cost of common equity, will help sustain the

financialimproved condition and support

willimprovement. long-run,

benefit both the Company' s customers and investors.

Company' S

continued I n the this

Q- 33 Please summarize the importance of the Company' s proposed

of return, and ratecapital structure I

A. 33

These ratings are the lowest that

credit

rating .

by additional retained

overall rate

design on the Company's financial profile.

The Company's current bond ratings are "BBB-" by S&P and

"Baa3" by Moody's.

still afford the Company an investment grade

Since its last general rate case, the Company

made significant progress in improving its common equity

ratio, primarily by the issuance of additional shares of

common stock and secondarily,

Given the high-growth environment in which the

Company exists, the ability of the Company to sustain and

continue to improve its financial profile is largely

dependent on the regulatory support it receives in this

earnings |

proceeding.

First, the Commission must establish an adequate

overall rate of return that fairly compensates investors

for Southwest's higher level of business, financial, and
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8 D. Summary
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27 regulatory risk. The Company will continue to need
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In order for thefrequent access to the capital markets.

additionalattract a t reasonableCompany to

rates, integrity

benefits its customers) , it must earn a rate of return

and maintain its

ca pita l

fina ncia l (which

which adequately compensates its investors for the degree

of risk they assume.

Second, the Company needs a realistic opportunity

to earn its authorized rate of return. Investors do not

make investment decisions based on authorized rates of

return, but on actual and expected realized rates of

The proposed overall rate of return assumes thatreturn l

the Commission will approve the Company' s rate design

proposals. I f the rate design proposals are rejected,

the rate of return must be adjusted upward. Both S&P and

Moody' s have stated the importance of improvements i n

rate design as a key consideration for rating upgrades.

Additional rate re l i e f without a signif icant change i n

rate design will only treat the symptoms of what has been

a key cause of Southwest's chronic inabil ity to earn its

authorized rate of return and has hindered the Company' s

This was madeefforts to improve i t s credit rating.

evident bondclearly rating

downgraded by Moody' s just three months after receiving

$49.3 million of rate relief, but without a significant

improvement in rate design.

when Southwest's was
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27 approving

with the regulatory support o f the Commission i n

Company' sthe proposed rate design
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improvements I an overall rate of return of 9.45 percent,

based on a common equity ratio of 45 percent and an 11.25

percent return on common equity, Southwest can continue

to build on the substantial progress it has made in

Obtaining a realistic

opportunity to earn its authorized rate of return will

improving its financial profile.

the the ability t o finance agive Company higher

percentage of its significant annual capital expenditures

from internally-generated funds, reduce its net debt

balances, and improve its interest coverage ratios, all

of which will f facilitate achieving improved bond ratings.

Southwest's by

long-run average capital costs embedded in

Such improvement

reducing the

benefits customers

customers' rates.

Q. 34

A. 34 Yes .

Have you determined the appropriate cost rate for long-

term debt capital?

Southwest' s appropriate cost rate for long-term

debt is 7.96 percent. This rate is summarized on line 1,

column (c) , of Schedule D-l, Sheet 1 of 2. Schedule D-2,

Sheets 1 through 4, contains the development of the long-

term debt cost rate. The cost of long-term debt is

comprised of the cost of fixed-rate debentures, fixed-

rate variable-ratemedium-term notes, and a term

Q. 35

f facility.

Please describe the development of the cost rates of the
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15 Iv. EIBEDDED COST OF LONG-TERM DEBT
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27 debentures and notes.
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A. 35 The Company had three outstanding debenture and note

issues, totaling $475 million of gross principal, at the

end of the test year (April 30, 2007) . The debentures

and notes had a weighted average cost of 8.30 percent, as

shown line 4, column (e) , Schedule D~2,o n o f

a s notes can

Q. 37

A. 37

Sheet 2 of 4.

Please describe the cost rate of the medium-term notes.

The Company established a $150 million medium-term note

program in November 1997. The name i s somewhat o f  a

misnomer medium-term be issued with

maturities ranging from nine months to 30 years. The

Company issued a l l of i t s medium-term note program and

had six outstanding medium-term note issues totaling $125

mil l ion of gross principal at Apr i l 30, 2007. The

medium-term notes had a weighted average cost of 7.38

percent, as shown on line 11, column (e) , of Schedule D-

2, Sheet 2 of 4.

How are the effective cost rates of debentures, notes,

and medium-term notes calculated?

effectiveThe debentures ,

medium-term notes are calculated through the use of the

cost rates of notes, and

yield~to-maturity (YTM) o r effective interest rate

Q. 38

A. 38

method .

Please describe the YTM method.

The YTM method is based on an internal rate of return

calculation which takes into account the actual cash
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27 flows of each debt security. Specifically, the Company
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receives a cash inflow at the debt's issuance, consisting

of the face value less any associated issuance expenses

The Company's cash outflows consistand debt discount.

Theof interest . payments and principal repayments.

effective rate is the percentage rate that discounts

those cash outflows to the net cash inflow the Company

Once isreceives at issuance • the effective rate

any

Q. 39

A. 39

the
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calculated, it is then. .multiplied. by the net proceeds

(i.e., the principal amount outstanding less

unamortized discounts) to determine the total expense per

payment period for each issue. The weighted average cost

is then determined. by' weighting the effective cost of

each issue by the current net proceeds amount. When used

for ratemaking, the YTM method results in an effective

cost that remains constant over the life of the debt

security. The calculations for the effective cost of

debentures, notes, and. medium-term notes are shown in

Exhibit No. (TKW-9).

Please describe and discuss the development of the cost

rate for the variable-rate term facility debt.

The Company has a five-year (April 2006 April 2011)

$300 million revolving credit facility. In addition, the

Company has a $50 million uncommitted F-2 commercial

paper program, supported by revolving credit

facility. The Company continues to view $150 million of

the facility as a permanent intermediate-term component

of its debt portfolio. Accordingly, the Company has
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Q. 40 are the Clark and
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A. 40

classified it as long-term debt. Southwest continues to

use the remaining $150 million of the facility to fund

recurring, seasonal working capital needs.

At the end of the test period, the Company had

outstanding approximately $53.2 million as part of the

long-term debt portion of the facility. of this amount,

approximately $30.5 million was outstanding as London

Interbank Offered Rate (LIBOR) loans and approximately

$22.7 million was outstanding as commercial paper. The

all-in effective rate of the long-term debt portion of

the facility at the end of the test year was 6.27

percent, as shown on line 1, column (c) of Schedule D-2,

Sheet 3 of 4. This all-in rate includes the interest on

the loans, an annual fee, and unused commitment fees for

amounts outstanding as commercial paper and amortization

of debt expenses incurred to establish the facility.

Exhibit No. (TKW-10) , displays the calculation of the

effective cost of the LIBOR loans and commercial paper

under the term facility.

Why County Big Bear Industrial

Development Revenue Bonds (IDRBS) excluded in calculating

the cost of long-term debt?

Southwest issued IDRBs in two of its rate jurisdictions.

The IDRB issues and applicable rate jurisdictions are as

follows: (1) the Clark County, Nevada IDRBs (1993 Series

A, 1999 Series A, c & D, 2003 Series A, B, C, D & E, 2004

Series A & B, 2005 Series A and 2006 Series A) for its
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Southern Nevada rate jurisdiction, and (2) the City of

(1993 Series A) for itsCalifornia IDRBS

A s reflected i n

Big Bear,

Southern California rate jurisdiction.

andthe IDRB indentures thefinancing agreements,

proceeds from the issuance of this type of debt are

restricted to funding qualified construction expenditures

for additions and in the

distribution systems

improvements

to which the IDRBS

specific

relate. I n

addition, there are strict Internal Revenue Service (IRS)

rules which mandate that the benefits of the tax-exempt,

lower cost IDRBs must accrue to customers in the specific

jurisdiction to which the IDRBs apply. Deviation from

the requirements of this IRS ruling could result in the

loss of the IDRB tax-exempt status, which would, in turn,

cause the Company to refinance its debt at a much higher

cost .

Q. 41
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A. 41

How have regulatory jurisdictions treated the cost of

Southwest's IDRBs in past regulatory proceedings?

Southwest has historically excluded the IDRBs from the

cost of debt calculation in all regulatory jurisdictions,

except for the specific jurisdictions (Southern Nevada

for Clark County IDRBs and Southern California for City

of Big Bear IDRBs) , to which the relevant IDRBs apply.

This Commission, the PUCN, the CPUC, and the FERC have

accepted this treatment for IDRBs in past regulatory

proceedings.
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Q- 42 Please discuss the development of the cost of preferred

A. 42

Q. 43

equity.

The Company's requested cost of preferred equity is 8.20

percent, as shown on line 2, column (c) of Schedule D-1,

Sheet 1 of 2. In August 2003, through a public offering,

the Company issued $100 million in trust originated

preferred securities (TOPrS) , of which $60 million of the

proceeds were used to refinance the Company's then-

existing 9.125 percent preferred securities, which had an

effective all-in cost of 9.51 percent. The $100 million

in securities have a $25 per share liquidation value and

pay a dividend at an annual rate of 7.70 percent paid

quarterly. The effective all-in cost of these securities

is 8.20 percent and is determined using the YTM method

previously described. Exhibit No. (TKW-11) details the

calculation of the effective cost for preferred equity.

main benefits preferred

securities in the form of TOPrS?

What are the o f issuing

1 v. EIBEDDED COST OF PREFERRED EQUITY
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A. 43 Generally, the benefits are two-fold: (1) the positive

tax treatment of these securities, and (2) the favorable

rating agency treatment. Dividends paid on traditional

preferred stock by the issuer are not tax-deductible and

require the effective cost to be grossed-up for taxes in

determining the revenue requirement. The TOPrS were

issued by a wholly-owned business trust of the Company

(Southwest Gas Capital II) , the sole purpose of which was
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to issue such securities. By using the trust structure,

the Company is able to deduct for tax purposes the

payments made in connection with the securities.

result, the tax-deductibility feature provides an overall

lower revenue requirement for customers as compared to

As a

traditional preferred stocks.

Due to certain equity-like characteristics of the

TOPrS securities, S&P affords a level of "equity credit"

in its evaluation of the credit quality of a company.

includeThese characteristics a longer-equity-like

maturity (typically 30 years) , subordination of interest

payments to the trust, and deferability of distributions

to security holders for up to five years.

assigns a 40 percent "equity Credit" for TOPeS.

Are the TOPrS securities convertible into common stock?

Currently, S&P

Q. 44

A. 44 No. The Company's TOPrS securities contain no conversion

feature l

Q. 45

A. 45

Does this conclude your prepared direct testimony?
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Yes, it does.
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SUMMARY OF QUALIFICATIONS
THEODORE K. WOOD

minor

I graduated from the University of Nevada, Reno (UNR)

i n 1985 with a Bachelor of Science degree with a major i n

agricultural economics. In 1989, I earned a Masters of

Science degree from UNR in agricultural economics with a

finance.in I have attained the

o f Chartered Financial

professional

Analyst (CFA) I

Certified

designations

Certified Rate of Return

Management Accountant

Analyst (CRRA) ,

Certified in Financial

(CFM) I and

(CMA) I

Certified Treasury Professional

I am a member o f the Institute of Management

Management

(CTP) •

Accountants, the CFA Institute, Association for Financial

Professionals, Financial Management Association,

Society of Regulatory and Utility Financial Analysts.

From 1985 to 1988,

and the

I was employed as a research

associate in the Department of Agricultural Economics. at

UNR in Reno, Nevada.

research Department

statistical analysis,

in including

FORTRAN

My primary role was to assist with

ongoing projects the

secondary data collection,

programming, development

spreadsheets for farm management decision analysis.

In 1989, I was employed by First Interstate Bank of

as a financial analyst in the

and the of microcomputer

Nevada in Reno, Nevada,

Finance Department. My duties entailed maintenance of the

general ledger system, creation of monthly management and
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I was employed as a planning

analyst with Valley Bank of Nevada, in Las Vegas, Nevada,

in the

financial reports, and special projects.

From 1990 to 1992,

Planning Department. My primary . responsibilities

included preparation of the annual budget, quarterly budget

variance analysis, supporting the Asset/Liability Committee

of the bank, and other financial analyses.

From 1992 to 1994, I was employed by PriMerit Bank,

FSB, then a wholly-owned subsidiary of Southwest,

Senior Financial Analyst in the Budget and Forecasting

a s a

Department. My primary r e spo n s i b i l i t i e s inc luded creat ion

and maintenance o f a microcomputer-based budgeting system,

preparat ion of the annual budget, monthly budget var iance

ana lys i s , product p r o f i t a b i l i t y  a n a l y s i s , and other spec i a l

projects.

I n I a Senior Financial1994 , accepted Analyst

position in the Treasury Services Department of Southwest .

My included daily cashresponsibilities

preparation

assisting in the preparation of rate

o f financial forecasts

management,

analyses, and

of return testimony

and

for the Company' s various

promoted to Supervisor of the Treasury Services Department

in May 1997, to Manager in June 2000 and to Senior Manager

ratemaking jurisdictions. I was

in May 2005. I supervise three other financial analysts in

the Treasury Services Department.
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BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE APPLICATION OF
SOUTHWEST GAS CORPORATION FOR
ESTABLISHMENT OF JUST AND REASONABLE
RATES AND CHARGES DESIGNED TO
REALIZE A REASONABLE RATE OF RETURN
ON THE FAIR VALUE OF THE PROPERTIES OF
SOUTHWEST GAS CORPORATION DEVOTED
TO ITS OPERATIONS THROUGHOUT THE
STATE OF ARIZONA.

)
)
)
)
)
)
)
)
x

Docket No. G-01551A-04-0876

SOUTHWEST GAS CQRPORATION
RECAPITALIZATION PLAN

. In Southwest Gas Corporation's ("Southwest" or "Company") last general rate

case ("GRC") order, the Arizona Corporation Commission ("ACC' or "Commission")

required Southwest to submit a recapitalization plan "... explaining how it intends to

achieve a 40 percent equity prior to the Company's next rate case... "1. Southwest

respectfully .submits this Recapitalization Plan in accordance with the Commission's

decision.

I. INTRODUCTION

At August 31, 2004, which was the last day of the test year of Southwest's 2004

Arizona GRc2, the Company's common equity ratio was 34.1 percent. At December 31,

2006, the Company's common equity ratio had improved to 39.8 percents. Southwest

anticipates achieving a 40 percent common equity ratio in the near future, and the

Company's progress in improving its equity ratio is further explained in Section III.

Notwithstanding the recent improvement in Southwest's equity ratio, and

consistent with the Commission's directive in this regard, Southwest has developed a

plan that would bring the Gompany's common equity ratio more in line with its peers (i.e.

comparable natural gas utilities, also see Section IV), and provide it the necessary

capitalization to fund the substantial capital investment necessary in the rapidly growing

state of Arizona. If Southwest can achieve and sustain a higher common equity ratio in

the 45 to 50 percent range, the Company will improve its credit rating, decrease its

financial risk, experience lower overall capital costs, and customers would benefit from a

lower cost of capital and a utility that is financially strong and healthy.

1 Decision No. 68487, Page 25, Line Nos. 12-14, dated February23, zoos.

2 Southwest's 2004 Arizona general rate ease was assigned Docket No. G-01551A-04-0878.

3 See Exhibit 1.
3



The incremental improvement in the common equity ratio during this period has

been primarily a result of additional common stock issuances. The secondary source of

improvement in the common equity ratio has been the Company's actual improved

financial performance (i.e., additional retained earnings).

Figure 1 shows the Company's common equity ratio bi-annually for the last three

years, at December 2008, and the Company's long-term equity ratio target.

Flgun1 _COMMONEQUITYRA11O

50%
L..

45%

35%

30% | I | I | I I I

Sep-03 Mr-04 Sep-04 Nhr-05 Sep-05 Mr-06 Sep-06 Dec-06 Target

There were three significant events during the last three years that have contributed to

the Company's improved financial performance:

1) The California Public Utilities Commission ("CPUC") approved a full

margin decoupling mechanism in Southwest's 2003 GRC and Southwest

began collecting $10.1 million in annual rate relief in May 2003. Southwest

has also received annual revenue increases of approximately $2.5 million

per year in its Califomla jurisdiction since its 2003 GRC.

2) In September 2004, Southwest began to collect $13.7 million in annual

rate relief in its Nevada jurisdictions. The Public Utilities Commission of

Nevada ("PUCN') authorized a declining blod< rate structure, reducing the

second tier commodity margin rate to just 15.387 cents per therm, compared

to 34.486 cents per therm for the f irst tier, signif icantly increasing

Southwest's probability of recovering its fixed costs.

3) In March 2006, the ACC authorized Southwest to begin collecting $49.3

million in annual rate relief. As part of this rate relief, the ACC increased the

residential BSC by $1.70 per month.
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As a result of these and other contributing factors, Southwest has nearly

achieved the hypothetical common equity ratio used to set rates in the 2004 Arizona

GRC within ten months of the effective date of the Commission's decision.

Despite the recent improvement in its common equity ratio, Southwest believes

that it is reasonable to target a common equity ratio that is in line with its peers as the

level to achieve and sustain in the long Mn. In order to achieve and sustain this higher

common equity ratio, the Company will request regulatory support from the Commission

in future proceedings. This Recapitalization Plan will explain the steps Southwestfeels

are necessary to give it the opportunity to meet this goal.

ll. DESCRIPTION OF THE COMPANYAND ITS RISKS

Southwest is a diversified company with natural gas distribution operations in the

states of Arizona, Nevada, and California, a federally-regulated natural gas pipeline, and

a wholly-owned pipeline construction subsidiary. As such, the ability of the Company to

obtain a certain equity ratio is largely dependent on the Company's level of earnings and

cash flows in each of the Company's regulatory jurisdictions.

The size of each regulatory jurisdiction

compared to the overall size of the Company

can be measured by rate base. Figure 2

shows the rate base percentage of each

jurisdiction, as a percentage of total Company

rate base, at December 31, 2006.

Arizona comprises approximately 48

percent of the Company as measured by rate

base. Therefore, any actions taken by tllis

Commission that support Company initiatives

to improve its capital structure would have a significant impact.

Southwest recognizes that while Arizona makes up a significant portion of its

natural gas distribution operations, it does not depend solely on this Commission to

improve its capital structure. Southwest has been proactive in seeking needed

regulatory assistance from all of its jurisdictions to help the Company remove the

obstacles it faces in improving its capital structure. As a result of these regulatory

initiatives, Southwest has improved its earned rates of return in its California, Nevada,

and FERC-regulated jurisdictions. Throughout this document Southwest will discuss

Figure 2 _ RATE BASE BY JURISDICTION
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several regulatory mechanisms approved in other states that have assisted the

Company in improving its capital structure over the last few years.

There are numerous risk factors that may cause the Company's realized

common equity ratio to differ materially from the target outlined in this Recapitalization

Plan. These risks include, but are not limited to: the impact of variations in customer

usage and growth rates, changes in natural gas prices, weather, the Company's ability

to recover gas costs through its PGA mechanisms on a timely basis, the timing and

amount of rate relief, changes in rate design, changes in capital requirements and

funding, capital market conditions, and changes in costs.

Ill. SOUTHWEST'S PROGRESS IN IMPROVING ITS CAPITAL STRUCTURE

The Company's actual ratemaking capital structure at August 31, 2004 and

December 31. 20064 are shown below in Table 1:

Table 1 _ SOUTHWEST'S ACTUAL RATEMAIGNG CAPITAL STRUCTURE Is IN MILLIONS)

Long-Term Debt

Prefen*ed Equity

Common Equity

55.9%

4.3%

39.8%

29%

0%

71%

During this 28-mon1:h period, total ratemaking capital increased by approximately

$354 million. This total consists of a $251 million increase in common equity and a $103

million increase in long-term debt. Since Southwest was able to linage most of the

incremental capital with common equity, the common equity ratio has improved by over

five percentage points.

At December 31 , 2006, the Company had a Purchased Gas Adjustment ("PGA")

receivable balance of approximately $77 million Company-wide and no short-term debt

outstanding. Adjusting the balance sheet for the after-tax effects of the PGA balances,

the Company's common equity ratio would have improved to approximately 40.6

percent.

4 The ratemaking capital structure is the Company's gas segment permanent vital structure, which includes common
equity, preferred securities and long-term debt. Short-temi debt is excluded as short-term debt is used pn'marily to
finance working capital and PGA receivable balances, and not long-term rate base assets. See Exhibit 1 for details.
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The $251 million increase in common equity was primarily from three sources:

the issuance of additional common equity shares from the Company's existing equity

_- - plans (Dividend Reinvestment and Stock Purchase

1 rlguna-newcoumon EQurrv,sysouRcE Plan, Employee Investment Plan, Management

Incentive Plan, and Stock Incentive Plan), the

Equity shelf Program ("ESP"); and an increase in

retained earnings. As Figure 3 illustrates, 67

percent of the growtll of common equity during tllis

period was a result of issuing additional shares of

common stock, while just 33 percent of the growth

was from increased retained earnings.

Rlhlnld
Eying

83%

a.

From August 2004 through December 2006, the Company issued approximately

3.4 million shares of common stock through its existing plans, with net proceeds of $93.6

million.

Common Equlty Issued Through Exlstlng Plans

b. Common Equity Issued Through the ESP

An ESP is a sewlce offered by Institutional bankers that provides for the issuance

of relatively small amounts of new common equity continuously and discreetly as part of

regular daily trading flows. All aspects of the ESP are under the Company's control

including the number of shares, trading period, and minimum sales price. Tlle sales of

common stock are made in "at the market" offerings in sales made directly on the New

York Stock Exchange or sales made to or through a market maker or an electronic

communications network. In addition, shares of common stock may be offered and sold

by other methods, including privately-placed negotiated transactions. The ESP is a very

cost-effective method of issuing new shares. while a traditional equity placement may

incur administrative costs of approximately 3 to 5 percent, the referenced ESP used by

Southwest incurs administrative costs of just 1 percent.

From August 2004 through December 2006, the Company issued approximately

2.8 million common shares through the ESP with net proceeds of $74.6 million. The

Company originally established a three-year, $60 million ESP in May 2004. The

Company began issuing shares through the ESP in June 2004 and had completely

issued the $60 million ESP by the end of September 2005. In March 2006, the

Company established a threeyear, $45 million ESP.~ At December to, 2006, the

Company had approximately $16.7 million of remaining capacity under its existing $45

million ESP.
7



c. Increase In Retained Earnings

From August 2004 through December 2006, Southwest's retained earnings

increased by $83.9 million. Contributing to this improvement were increased earnings

from timely rate relief granted in Southwest's Nevada jurisdictions, rate relief and annual

margin adjustments in Southwest's California jurisdictions, and ten months of realized

rate relief from Southwest's 2004 Arizona GRC.

The increase in retained earnings is also attributable to the Company's prudent

management of its costs. One measure the Company uses to evaluate productivity is its

customer-to-employee ratio. From August 2004 through December 2006, Southwest

added nearly 88,000 new customers in its Arizona jurisdiction, an increase of over 10

percent. During this same time period, the customer-to-employee ratio (a measure of

employee productivity) improved from 754 to 871 in Southwest's Arizona jurisdiction, an

Improvement of roughly 15 percent during this 28-month period. The more productive

the Company's work force, the lower costs will be to serve customers.

n. SOUTHWEST'S PLAN TO ACHIEVE A CAPITAL STRUCTURE THAT IS IN

LINE WITH ITS PEERS

The recent improvement in capital structure has been achieved primarily from

common stock issuances. However, there is a limit to the number of shares the

Company can prudently issue. Simply issuing additional common stock in an attempt to

build equity, without regard for the dilution effect on existing shares, can result in

realizing less than the maximum possible proceeds from future common stock

issuances. Achieving and then maintaining a common equity ratio that is near the

industry average will only be accomplished if the Company can consistently realize a fair

opportunity to am its authorized rate of return.

Southwest will continue to follow its ongoing balance sheet management

strategy. An essential part of that strategy is to improve the Company's opportunity to

am its authorized rate. of return and increase common equity through retained earnings.

The Company bears much of the responsibility to ensure it can realize a sufficient level

of net income in order to build retained earnings. The Company will continue to make

efforts to control costs, improve productivity, make prudent investments in technology,

operate in a safe and eMdent manner, add new customers without burdening existing

customers (in accordance with its tariffs), tile for rate relief when revenues become

deficient, and ask the Commission to act favorably on rate design changes and other

8



regulatory mechanisms to address shortcomings in Southwest's ability to recover its cost

of sewioe and am its authorized rate of return.

To expand on the last point in the proceeding paragraph, Southwest will describe

various regulatory mechanisms that, if adopted by the Commission, will assist the

Company in improving its capital structure. These regulatory mechanisms are discussed

in the following section.

v. REGULATORY MECHANISMS OR ACTIONS THAT WOULD IMPROVE

SOUTHWEST'S CAPITAL STRUCTURE

Due to its current residential rate design in Arizona, Southwest depends to a

large extent on the volumes of gas delivered to residential customers to recover its cost

of service. This dependency has historically caused the Company to am less than its

authorized rate of return due to margin shortfalls from two distinct causes: (1) a decline

in average use per customer, and (2) weather variations.

The variability in customer consumption of natural gas is a risk that is recognized

by the capital markets. If this risk is reduced, the markets may react favorably and the

Company may experience lower overall capital costs, which benefit customers. In fact,

when Moody's downgraded Southwest's senior unsecured debt to Baan from Baan on

May 30, 2006, roughly 3 months after Southwest implemented an increase in revenues

pursuant to its 2004 rate case application in Arizona, it noted that one of the factors in

the downgrade was: "... the absence of revenue decoupling in Arizona that would

serve to protect this company from weather variation and customer consenation.'5 Nso,

in a recent industry outlook, Moody's stated that it: "... believes that having a rate

design that compensates the LDCs for margin losses caused by variations in gas

consumption due to conservation as well as those due to weather would serve to

stabilize the utility's credit metrics and credit ratings;.." and that the rate design

proposals "... generally involve 'decoupling' or other rate mechanisms that would dh

couple the LDC's margins from its volumes."° In addition, Standard and Poor's ("S8tP").
recently affirmed its "BBB-" rating on Southwest and revised the outlook from stable to

positive, cMng progress in cash flow and declining debt leverage, but noting that

"...supportive rate treatment will continue to be an important consideration with respect

to ratings improvement, particularly as the company's customer growth rate slows to a

more moderate pace and declining customer usage effects possibly become more

5 See Exhibit 2 for the full text of Moody's downgrade announcement.

6 Moody's Industry Outlook, North American Natural Gas Transmission & Distribution, October 2006.
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pronounced in the absence of decoupling or weather normalization mechanisms in

Arizona and Nevada."7

There are several rate and regulatory mechanisms that Southwest can propose

in future regulatory tilings that can assist Southwest in stabilizing its earned margin. and

reduce its dependency on recovering a disproportionate percentage of its lived cost of

service based on customer consumption.

a. Decoupling Mechanlsm

In its' 2004 Arizona GRC Application, Southwest proposed a decoupling

mechanism to address the Company's ongoing Inability to achieve its authorized rate of

return due, in part, to declining per customer use on its system. This mechanism was

proposed to "... accomplish Southwest's rate design objective of stabilizing margin

recovery for the residential classes and allow a more gradual movement towards cost

based rates for the residential classes.'° The mechanism, as designed by Southwest,
would have decoupled Soutl'lwest's residential margin recovery from the volume of gas

delivered in a given month and re-couple residential margin recovery to the number of

customers served for that month. In other words, Southwest would recover the

authorized margin per customer. Such mechanisms do not guarantee that the utility will

am its authorized rate of return, since general iniationary cost trends can cause

earnings shortfalls even when revenues have .been stabilized.

While the Commission did not adopt the mechanism as proposed, it did order

Southwest to coordinate its efforts with other interested parties to pursue implementation

of a decoupling mechanism°. Southwest formed a collaborative working group,

consisting of the Company, ACC Staff, the Residential Utility Consumer Office

("RUCO'), and the Southwest Energy Efficiency Project ("SWEEP"). Several meetings of

the collaborative working group have been held to date, and additional meetings are

anticipated during 2007. Southwest hopes that this process will result in the

identification of one or more margin stability mechanisms that can be supported by all

parties, and can be presented to the Commission for renew and approval in a future

general rate case proceeding.

There Is increasing momentum throughout the country, led by various

organizations, to encourage state commissions to support natural gas LDC efforts to

1 See E:d1ibit 8 for full press release, dated March 14, 2007.

a Docket No. G-01551A-04-0876, direct testimony of Southwest witness Edward Gieseking, page 4, Ins 20-23.

9 Decision No. 68487, Page 68, Line Nos. 3-7.

10



manage volatility in gas prices and reduce volatility risks for customers. in July 2004,

the American Gas Association ("AGA') and the Natural Resources Defense Council

("NRDC') issued a joint statement, which was later adopted by the National Association

of Regulatory Utility Commissioners' ("NARUC') Board of Directors, which encourages

state commissions to eliminate a utility's dependence on sales to recover its authorized

margin. These organizations agree that "...traditional rate structures often act as

disincentives for natural gas utilities to aggressively encourage their customers to use

less gas. Among the mechanisms supported are the use of automatic rate true-ups

to ensure that a utility's opportunity to recover authorized fixed costs snot held hostage

to fluctuations in retail gas sales."'°

In addition, in July 2006 the National Action Plan for Energy Efliciency (NAPEE)"

presented policy recommendations for creating a sustainable, aggressive national

commitment to energy efhdency. NAPEE observed that traditional ratemaking

encourages utilities to increase throughput in order to am their authorized rate of

return, since growth in sales can offset cost increases that may occur between rate

cases. NAPEE recommends policy changes that can remove this impediment to greater

investment in energy efficiency,such as the implementation of a decoupling mechanism

that allows utilities to recover their revenue requirement with less dependency on sales

volume. On August 2, 2006, NARUC adopted a resolution endorsing the principal

objectives and recommendations of the NAPEE. Finally, the Energy Policy Aet of 2005

(Section 139) has provided similar policy direction insofar as it has required that a study

of state and regional policies that promote costeffedive programs to reduce energy

consumption be conducted and submitted to Congress within one year of the date of

enactment, and that methods of reducing disincentives for utilities to implement energy

efhclency programs be considered.

At this time, decoupling mechanisms are in place for natural gas utilities in

California, Georgia, Indiana, Maryland, Missouri, New Jersey, North Carolina, North

Dakota, Ohio, Oregon, Utah, and Washington. Soutllwest is subject to a decoupling

mechanism in its California jurisdiction. utilities in other states, including Arkansas,

Colorado, Delaware, Illinois, Michigan, Minnesota, New Mexico, New York, and Virginia,

lo Resolution on Gas and Electric Energy Efficiency adopted by NARUC, July 14, 2004.

11 More than 50 organizations collaborated in developing the NMPEE, including investor-owned and municipal utilities,
regulators, large corporations, and organizations dedicated to energy efficiency. The U.S. Department of Energy and the
U.S. Environmental Protection Agency facilitated the work art the NAPEE.
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have pending requests for their respective commissions to approve decoupling

mechanisms.'2

b. Weather Normallzatlon Mschanlsm

Similar to a decoupling mechanism, a weather normalization mechanism would

reduce the weather-related volatility the Company faces in recovering its authorized

margin. Once again, such a mechanism would not guarantee that a utility will am its

authorized rate of return. Generally, the purpose of such a mechanism is to allow the

CompanytO realize the authorized weather-normalized margin on a per customer basis,

increases in overall expenses and/or rate base may still cause eating shortfalls. The

margin variance due to weather would be calculated based on the extent that weather

varies from normal. If weather is colder-than-normal, the utility would overcollect its

authorized revenue per customer and seek Commission approval for a rate credit to

return the overcollection to customers. If weather is warmer-than-normal, there would

be an undercollection on the utility's authorized.revenue per customer, and a surcharge

would be sought. Under such a mechanism, customers are protected from higher winter

bills resulting from colder-than-normal weather, yet the utility recovers its authorized

revenues during warmer-than-nomal weather. Over 20 states have approved weather

normalization mechanisms providing this symmetric margin stabilization for consumers

and utilities from weather fluctuations"

¢. Increased Basic Sewlce Charge

Excluding gas costs (which are recovered through the PGA mechanism),

Southwest's costs of providing distribution serviceable primarily fixed. The Company can

reduce its dependency on volumetric recovery of its cost of service by seeking

Commission approval of higher residential monthly basic service charges ("BSC').

Higher residential basic service charges are supported by the cost of service studies

included in general rate case applications. In the Company's 2004 GRC, the

Commission approved increasing the Company's residential BSC from $8.00 to $9.70

per month. Further increases in the residential BSC move residential customers closer

to cost-based rates, and help alleviate high winter bills.

in 'Aligning Utility Interests with Energy Efficiency Objectives: A Review off Recent Efforts at Decoupling and Performance
Incentives, American Council for an Energy-Eficient Economy, October 2006, Page iii.

I .
ibid.
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d. Enhance Decllnlng Block Rate Structure

Another way Southwest can reduce its dependency on volumetric cost recovery

is to seek a declining block rate structure that recovers a greater portion of fixed costs in

the less variable (first) consumption blod<. In other words, to the extent dirt the first rate

block is higher than subsequent rate blocks, a higher percentage of Southwest's costs

are recovered in. the terms most likely to be consumed. If weather or conservation

cause actual consumption to decrease, the Company is somewhat shielded from a

portion of the otherwise anticipated revenue loss. This would also prated customers

from higher bills in periods of increased consumption due to cold weather.

A variation of the declining block rate structure rate design was recently

approved by the Missouri Public Service Commission for Laclede Gas Company

("Ladede")." The rate design approved for Laclede shifts, for accounting purposes,

more margin (and less gas cost) to the first block rate of residential usage per month,

without any change to the total commodity rate. As a result of this rate design, Ladede's

dependency on volumetric cost recovery is reduced, while, at the same time, the total

bills that customers pay remain unchanged.

e. Reduce the Impact of Regulatory Lag and Attrition

. Regulatory lag is the amount of time between the date a utility measures its cost

of service and the date the Commission responds by authorizing increases or decreases

in the utility's rates. Historically, regulatory lag has been detrimental to a utility's

earnings and its ability to maintain its capital structure due to costs increasing faster than

revenue. The adverse impact of regulatory lag on utility earnings may hamper a utility's

ability to raise Capital for infrastructure at desirable rates, which is detrimental to

customers. Thus, the Commission may have an incentive to reduce regulatory lag, so

neither the utility nor its customers are harmed.

The Commission itself has expressed some concern regarding the impact of

regulatory lag on regulated utilities in Arizona.. Recently, during the processing of the

ArizOna Public Service ("APS') GRC, then Chainman Hatch-Miller wrote a letter to APS,

referencing a report published by S&P, which explained the advantages that public

power utilities have over investor-owned utilities in terms of weathering significant

increases in natural gas prices and purchased power costs, as well as preserving credit

ratings and financial margins. He requested APS to "...provide testimony on what

14 Case No. GR-2002-356.
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measures the Commission could take in helping APS gradually improve its

credRworthiness."'5 APS presented several proposals in its testimony'°, under the
heading "Regulatory Lag and Attrition', in response to the Chairman's request. The

heading highlights the fad that regulatory lag and attrition, and its impact on a utility's

credit ratings, earnings, and capitalization are all interrelated .

Southwest faces financial challenges that are similar to those faced by APS, and

believes that it could be very productive for the Commission, Arizona utilities, and other

interested parties to work together to develop regulatory mechanisms to address these

issues; In addition to the issues raised by S&P, Moody's noted in its recent "Industry

Outlook" for North American Natural Gas Transmission and Distribution companies that:

"Ratings may be negatively affected if new rates do not adequately address regulatory

lag...'" Any measures the Commission adopts that help reduce the impact of regulatory

lag may help Southwest improve its edit ratings and ability to raise capital.

f. Improve Return on Common Equity

Southwest is currently authorized a 9.5 percent return on common equity in

Arizona. At the present time, the hypothetical common equity percentage and

authorized return on common equRy ("ROE') are lower than those authorized for

Southwest by the cpuc, the PUCN, and FER¢1f*.

The AGA's Gas Utility Rate Case Database ("Database") shows that

commission-authorized ROE percentages in 2005 and 2006 averaged 10.5 percent, and

commission-authonlzed common equity ratios averaged 47.6 percent." A survey

conducted by ValueLine of the earned results of natural gas LDCs for Me twelve months

ended June 30, 2006 shows similar percentages.

is ACC Chairman Hatch-Miller letter to Aps, re: Arizona Public Service Company General Rate Case (Docket No. E-
01345Af05-0818) dated July21, 2006.
is Rebuttal testimony of APS witness Stephen Wheeler, pp 13-20.
17 Moody's industry Outlook, October 2006.

is The docket number and effective dates by iurisdlction are as follows: Arizona, Docket No. G-01551A-04-0876,
March 31, 2006; Paiute, Docket No. RPD5-1 ea, August 1, zoos; Nevada, Docket No. 04-3011, September 1, 2004, and
California: Docket No. 02-02-012, January 1 , 2005 (authorized return on common equity updated per mechanism adopted
by cpuc to 10.a8%).
1 AGA maintains a database of ROE and common equity percentages requested and authorized for natural gas utilities.
For details, see Exhibit 4.
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ROE

Common Equity

Table 2 shows the authorized common equity ratios and authorized returns on

common equity authorized by each Commission that regulates the natural gas

operations of Southwest, along with industry averages from AGA (authorized):

Tlbh2 I COMMON EQUITY PERCENTAGE AND REWRN ON congou EQUITY

47.6%

10.5%

.Despite the progress Southwest has made in improving its earned rates of return,

more progress needs to be made to approach the ROE and common equity ratios

achieved by the peers with which it competes in the capital markets. This observation

has been noted by the investment community: in a recent research summary for

Southwest, S&P notes that "Ratings improvement hinges on achieving better rates of

return and rate design improvements in Arizona..."21 Future potential improvements in

Southwest's authorized return on equity can be expected to be favorably received by the

credit rating agencies and strengthen Southwest's ability to raise investment capital to

fund Arizona infrastructure.

g. Timely Recovery of Purchased Gas Costs

While a large cumulative difference between the actual cost of gas and the cost

of gas in Southwest's tariff does not impact the Company's earnings, it can have a

significant impact on the Company's cash flows and its common equity ratio, to the

extent that short-term under-recoveries are funded with short-tem debt. This impact

can be magnified during periods of rapidly increasing or decreasing gas prices.

Currently, Southwest's monthly gas cost can change by a maximum of thirteen

cents per therm in any twelvemonth period in Arizona. This thirteen-cent cap on the

annual change in gas cost.rates results in greater under-recovery off actual gas costs

when market prices have kiddy increased beyond the cap and, conversely, greater

over-recovery of costs as market prices decrease rapidly below the cap. If the thirteen-

cent cap is eliminated or significantly expanded to more closely minor today's natural

20 Authorized common equity and return on common equity percentages estimated by Southwest (based on stipulation).

21 RatingsDirect, Publication date: September 15, zoos. S&P provides independent audit ratings, investment research.
and other data for investors.
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gas marketplace, large over- or under-recovered purchased gas cost balances are less

likely to build up. Southwest believes that an expansion, or elimination, of the thirteen

cent cap iS warranted, and will look to propose such in future rate proceedings.

VI. CONCLUSION

Southwest's Recapitalization Plan outlines several potential rate and regulatory

mechanisms that Southwest may propose in future regulatory filings that can help it

achieve a common equity percentage that is more in line with its peers. If Southwest is

able to continue to build on the substantial progress it has made In the last two years to

improve gamin .s and increase its common equity ratio, the Company will be able to

finance a higher percentage of its significant annual capital expenditures from intemally-

generated funds, reduce its net debt balances, and eventually improve its credit rating,

all of which will ~beneflt Southwest's customers in the long run by reducing the capital

costs embedded in customers' rates. -

Respectfully submitted,
SOUTHWEST GAS CORPORATION

4
Roger c. Montgome- _,
Vice President/Pridng
Southwest Gas Corporation
5241 Spring Mountain Road
P.O. Box 98510
Las Vegas,Nevada 89193-8510
702.876.7321
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Exhlblt 1
Sheet 1 d l

SOUTHWEST GAS CORPORATION
RATEMAKING CAPITAL STRUCTURE

AT AUGUST 31, 2004 AND AT DECEMBER 31, 2006 •
($000,000S)

Line
No. Description

(a)

August 31 ,
2o04

(b)

December 31 ,
2008

(G)

Change

(d)
.(<>) - Tb)

% New
Capital

(G)
(d) / Ln 8(d)

Una
No.

$ G
183

(1)
88

251$ 71%
0%

29%
100%

1
2
3
4
5
6
7
8

1
2
3
4
5
8
7
8

Common Equity
Common Stock. $1 par
Capital Surplus
Capital Stock Expense
Retained Eamings .

Total Common Equlty[1]
Prerferred Securities
Long-Term Debt{2]
Tata] Capital $

8 7  $
548

(9)
90

e e l  $
100

1,181
1,945 $

4 3  $
709

(11)
173
9 1 5  $
100

1.284
2 , 299  $

103
354

9
10
11
12

Genital Ratios
Common Equity
Preferred Securities
Long-Term Debt

Total

34.1%
5.1%

80.7%
100.0%

39.8%
4.3%

55.9%
100.0%

5.7%
-0.8%
-4.9%

9
10
11
12

13 Shares Outstanding[3] 36 42

77$

8 18

14
15

PGA Balance
Short-Term Debt

$ 5 4  $
27

23

(27)

14
15

[1] Does not includeaccumulated other comprehensive Income(loss)

[2] Includes culTentmaturities of long-term debt

[3] In mllllons
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mooDy's DNG SR UNSEC DEBT OF SOUTHWEST GAS CORPORATION TO Baan
2005-05-30 16:48 (new York)

new yolk
John DI az
Managl ng DI rector

corporate Finance Group
Moody's Investors 5erv1 Ce
JOURNALISTS: 212-553-0376
susscR1BERs: 212-553-1653

new York
Edward Tan
vice pres1 dent - senior
Ana1 yst I
corporate F1 nonce Group
Moody's Investors servl Ce
JOURNALISTS: 212-553-0376
suBscRIbERs: 212-553-1653

MOODY'S DOWNGRADES SENIOR UNSECURED DEBT OF SOUTHWEST GAS CORPORATION TO
Baa3 FROM Baa2; OUTLOOK IS STABLE \

Approx'imately S 1. 2 B'i11'ion o'F Debt securities AFFected .

new York, May 30, 2006 -- moody's Investors service downgraded the senior
unsecured Tong-term debt ratings of Southwest Gas corporation (SWF) to
Baan from Baan with stab1 e out oak. T815 action conc1 udes the rating

March 10 T e
the credit measures of SWX remain week when compared its utility
peers ra 1 growth
in earnings on account of warmer than normal weather and the absence 0;

o
serve company from _ _ _

. heightened sensltlvlty
to warmer than normal weather is exacerbated by the_fact that in 2005 it

record with 2003 of
years 100 years: _

warmerthan normal weather has continued into the
March 31! 2006 which was mostly responslble for the
million in operating margin.

review initiated on 2006. downgrade tefg<;s the view that
t gas _

in light of its continued and sensitivity to dec11 ne

revenue decou§1ing in Arizona (54% of gross margins) and Nevada (37%
gross margins that wou1 d to protect this weather
variation and customer conservation. The company's

experienced one of_the 10 warmest years on _ being_one
the warmest in over The cumulatlve effects of t is _

recent quarter ending
company's loss of 9

company was ab1 e to obtain some rate relief fn recent ears,
the fact it ` utilities in t e

expose to regu1 atory lag as
rate cases in its key state of Arizona take at 1 east a year to resolve

return. While the company
in jurisdictions to further pursue _

interested parties as to the possibilities of adopting
some form of weather normalization conservation

necessary
has been encouraged
discussions with _

c1 ause protect1 on or
tracker, these efforts wi11 take more time before they cou1 d be
Implemented even if agreed upon by a11 the stakeho1 ders concerned.

while the
that is among the fastest grow'ing_gas

country (5%_p.a. growth) continues to it

and even then, typ'ically del'iver on1 y part of the rate Improvement
*For it to earn 'its_allowed rate of

certa1 n

KEY RATING DRIVERS

peers rating 'indicators emp1 oyed by Moody"s
which 1 nc'|ude, as example, fiscal 200

For a few years the company has been performing at the lower end of its
]n terms of.the flnancial _

return on equ1 t¥ of 6.0%4
EBIT/Interest Expense coverage of 1.71 Reta1 ned cash F ow to Adjusted
Debt of 10.0% and Adjusted Debt to Adjusted
rat1 os for Baan peers averaged 8.9% ROE, 2.8 EBIT/Interest Exp._ _

13% RCF to Adj. Debt and §5% Adj. Debt to Ag. In_add1t1_on,
cash from operations after dlvldend hen insufficient

¥eap5
foreseeab1 e future g van the company's

cap. of 62.5%. The comparab1 e

coverage,
f ow payments has

to _cover the active 1 eve1 of caKital exendltures, a trend_that has
ex1 sted for several and w is is ikely to continue 1 nto the

» I very rap1 d ?r0wth rate. IN
addltlon, operating expenditures rose 14% in fiscal 2005 and 6% in the
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ft est quarter
and 1 ncrementat costs assoc1 ated with provldlng servl Ce to a growlng

future.

of 2006, ref1 ecting the 'impact of general cost 'increases

customer base, pressures that are expected to continue in the for;eseeab1e

The challenges for this ¢°mvagg which bear directly on the aforementioned
f inanclal  indicators are the ility to obtain the most comprehenslve
rate design possible to protect normal weather, the
reduction of regulatory ag by incorporating forward period test data

pursuing I
for margin 905585 on account of customer -conservation, and exerclsing
strong control over operating expenses.

a lorg w'iRh

against warmer than

more prof1tab1 e growth alternat'ives, the correction

RATING OUTLOOK

The stab1 e outlook anti cl Gates a _ _
dry vets ment1 oned above t at have negatlvely unpacked the company's

thy s

gradual improvement on the key rating

credi t metrics and have prompted rating adjustment.

Downgraded Ratings of six are as follows:

Southwest Gas corporation -- to Baan from Baa2 senior unsecured;

southwest Gas capital II -- to Bal from Baa3 preferred trust securities;

Southwest Gas corporation --to CP) Ba2 from (P) Bal preferred shelf.

southwest Gas corporation is headquartered in Las Vegas, Nevada, and
provides natural gas
Nevada and california.

service to over 1.7 m'i l l ion customers ' in Arizona,

Copyright 2006 Moody's Investors service, Inc. and/or 'its Ticensors and
aH'lllates 1 nc`ludtng Moody's Assurance company, Inc. (together, "MOODY'S") .
A11 r1 ghts reserved.
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WITHOUT MOODY'S

I

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRIGHT LAW AND NONE OF SUCH
INFORMATION MAY. BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER
TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, on STORED FOR
SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN ANY FORM 0R MANNER
OR BY ANY MEANS WHATSOEVER, BY ANY PERSON PRIOR WRITTEN
CONSENT. A11 information contained herein is obtained by MooDy's from sources
belleved by it to be accurate and re1iab1 e. Because of the poss1b111ty of human
or mechan1 ca1 error as we11 as other factors, however, such information is
provided "as is" mdthout warranty of any kind and MooDy's, in particular,
makes no representation warranty,
timeliness, comp1 eteness, part icular
iuf§9ss of have any
la 111ty any or entity for (a) any toss or who1 e or in

part caused any error or
otherwise) or other circumstance or contingency within or outside the control
of MOODY'S or any employees or agents in
connectlon with the procurement, compllatlon, analysls,
interpretation, communication, publication or dh every such

prof i t s ) ,
_ possibi1ity_of damages,

resu]t1ng from the use of or inabil ity
credit  rat ings financial

part
construed solely _ _
recommendations to purchase, se11 or ho1 d any securities. no WARRANTY, EXPRESS

o r ex p r ess  o r  i m p l i ed ,  as  t o  t he  ac c u r ac y ,
_ m e r c h a n t a b l l l t y  o r  f i t n e ss  f o r  a n y

any such inf ormat ion.  Under no c i rcumstances she 1.mooDy's
t o person dame e in

b y .  r e s u l t i n g  f r o m ,  o r  r e l a t i n g  t o , %negl igent

o f  i t s  d i r e c t o r s ,  o f f i c e r s ,
c o l l e c t l o n ,

o f  any
i n f o r m a t i on ,  o r  Cb )  any  d i r ec t ,  i nd i r ec t ,  spec i a l ,  c onsequen t i a l ,  c om pensa t o r y
or 1 nc1denta1 damages whatsoever (1nc1ud1 ng without 11m1tat1on, Tost
ev en i f  MOODY'S i s adv i sed i n  adv ance of  t  e h f  such_ h

to use, an sue i n  o r a t i on .  T  e
and reporting ana1ys1 s observations, if any,

constituting of the information contained herein are, and must be
as,  s t a t em en t s  o f  op i n i on  and  no t  s t a t em en t s  o f  f ac t  o r
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and each such user must accordingly make ' i ts own stud and eva1 uation
etc

s"99°'* each security that it may consider purchasing, ho1ding_or
se 1n8._ MOODY'S d1sc'!oses that most issuers of  dh t  securi t ies
(1 nc1u 1n8 corporate mumclpal bonds, debentures 1
paper) an preferred stock MOODY'S d d b
rating, agree ten ere y

ranging 500 to $2,400,000. Moody's corporation (co)_and
who11y-owne credit rating agency subsidiary, Mood's_Investors
a1 so an procedures to address t e independence of MIS'S

may
who _
ownershl p
webslte

gusted annually
"S areholder

Moody's Investors

OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR
FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR
INFORMATION IS GIVEN_OR MADE BY MOODY'S IN ANY FORM OR MANNER_WHATSOEVER. Each
rat1 ng or other opinion must be weighed solely as one factor in any investment
dec1 s1on made by or on behalf of any user of the information contained ¥¢v¢12.

o etc
secur i t y f and  o f  each  i ssuer  and  guaran t o r  o f .  and p r o v i d e r  o f  c r e d i t

o r ,
hereby _

and notes and commerc1 a1
r a t ed  by hav e,  -pr i o r  t o  assi gnm ent  o f  any

_ to pay to MOODY'S o r  app r a i sa l  and  r a t i ng  se r v i c es _
i t  f e e s f rom  $1 i t s

_ _ _ se r v i c e  ( M r s ) ,
m a i n t a i n  po l l c i es

r a t i ngs  and  r a t i ng  p r oc esses .  I n f o r m a t i on  r ega r d i ng  c e r t a i n  a f f i T i a t 1ons_ t ha t
ex i s t  be t ween  d i r ec t o r s  o f  M oo  and  r a t ed  en t i t i es ,  and  be t ween  en t i t i es
ho1 d rat ings f rom MIS and hav e a1 so §ub1ic1y reported to the SEC an

i n t e r es t  i n  M CD o f  m or e  t han  5  ,  i s on Moody's
at www,moodys.com under the heading R e l a t l o n s  -  c o r p o r a t e

G ov ernance  -  D i rec t o r  and  Shareho l der  A r r i  ca t i on  po l i cy . " _
_ _ service pty Limited does not ho1 d an Australian f lnancial

services 11cence Ender the corporations Act. This credit rat ing opinion has
wi t  ou t

shou l d ,  be f o re op i n i on , t h e
appropr i a teness o f  t he  op i n i on  hav i ng  regard  t o  your  own ob j ec t i v es,  f 1  nanc i a1
si t ua t i on  and needs.
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been prepared taking 1 nto account any of your objectives, f'inanc'ia1
sltuatlor\ or needs. you act1 ng on the conslder
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six US: S&p: 0ut1 ook On southwest Gas Corp's Rate ng Revs sea
2007-03-14 10:52 (new York)

MCGRAW-HILL cos INC ("ml4p-BHDnpx3")
SOUTHWEST GAS CORP ("$wX..5HI)NPX3")
- S&P: outlook on southwest Gas corp's Rat'i ng Revs sea
- positlve on strengthening Financial Measures

TO

standard & poor's Ratings Services affi r e d its 'BBB-' rat ing on

consistently strong. cash f1 ow measures and dec1'in'ing debt 1 everage.
southwest Gas and rev sea the outlook to posit ive .f rom .stable due to

_ "Southwest Gas has made significant progress toward reducing its
h1stor1ca11y h1gh_debt 1 everage and w'iT! _ikely make.furtljler progress as a
resu1 t of strong 1 nterna1 cos f`lows, m1 mma1 debt financing, an _regular
equity infusions," said standard & Poor's credit analyst Leo carr111o.

rate treatment w'i11 Conti hue to be an 'important
w1 th respect to rat1 ngs Improvement, partl cu1 ar1y

company's customer growth rate s1 ows
customer usage effects poss'ibly become more
decoupll ng or weather norma1'izat'ion mechanisms 'in Ar"izorla and Nevada.

"Supportive
consl deratl on as the _

to a more moderate _pace and dec11n1 ng
pronounced in the absencenof

Las rev. the 1 argest d°i str'ibutor of
gas

c'it'ies_as phoenix, Las Vegas, and Tucson. At Dec. 30, zoos, the company had
approxlmately $1.4 b'i11'ion of debt.

Vegas, -based southwest Gas ,
natural 'in Ar1 zona and Nevada, prov1 des servl Ce to such hi gh growth

affected this rat'i "8 acts on can
www I standardan P0035 I com :

p i n

comp1 ete ratings information 'is available to subscribers of _
Rat1 ngsD1 rest, the real -tlme web-based source for Standard & poor's credit
ratings, research, and A11

ysite at
navigation bar, se1 ect

risk analys'is, at www. ratingsdi rect.com.
be found on _

Ratl pgs
a Ratlng, then cred1 t Ratlngs

ratings
standard & poor's public web

under Credit in the 1 eft
search.

Ana] yet contact :

Leo carr'illo, son Francisco (1) 415-371-5077

the reader of this
&?aNt
p ease be aware that any
strlctly prohlblted. If
please
from your
sub]ect to
electronlc
e-ma11 addresses

The information contained in this message is intended only for the
recipient, and may be a confidential attorney-c1ient communication or may
otherwise be privlleged and confidential and protected from disclosure. If

I me$5a?e is_not the intended recipient, or an temp]oyee or
respons1b1 e for de overing this message to the

dissemination or
you have received communicatlon in

Immediately notify us by replying to message and deleting
computer. The mcGraw-Hi 1 companies, Inc. reserves the right,
applicable 1 oca1 law, to monitor and review the content o any
message or information sent to or from McGraw-H111 employee

without informing the sender or recipient of the message.

cog yi ng
the s

the

'intended recl pi ant ,
of the s communl catl on 1 s

errorx
11:

owned af'F'i 1 'i Otes ,
essentl al of the world ' s FL nanclal 1 infrastructure and

_ standard & Poor's, a division of_The McGraw-Hi11 companies (NYSE:MHP),
is  the_wor]d 's  foremost provider.of fhnanc ia i market into exigence,
1nc1 ud1ng independent credit ratlngs, 1 nd1ces, r1 sk evaluation, investment
research and data. with apQroximately §,50O employees, 1nc1uding wholly

1 ocated in 21 countr les .  s tandard & Poor 's  is  an
_ pa r t _ _ _ _ has g1=X¢d a

1ead1 ng ro e for more than 140 years in prov1d1 ng 1 nvestors wnt t  e
independent benchmarks they need to feel more confident about their
inves tment  and  f inanc ia l  dec is ions .  For  more  in format lon,  v is i t
http://www.standardandpoors.com.

Key contacts :
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Americas Media Re1at*ions: (1) 212-438-6667
medl a. rel at'i ons@standardandpoors . cam

Americas customer service: 81> 212-438-7280
r'esearch_request@standaEdan doors .com

TEL: 212-438-6634 Edward Sweeney, Media, S&P
EMAIL: edward_sweeney@standardandpoo is . com

(c) Market News pub1'ish'ing Inc.
A11 rights reserved.

Tell:(5043 -689-1101
Fax:(604 689-1106
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SOUTHWEST GAS CORPORATION
AMERICAN GAS ASSOCIATION uTluTv RATE CASE DATABASE

uTILITy DECISIONS IN UNITED STATES .
2005 AND 2006

ROE
. Granted
Black Box

CE %
Granted

51 .40%
59.73%

31.75%

39.31 %
56.85%
48.40%
58.83%

Dedsbn
Year
2006
2005
2005
2005
2008
2006
2005
2005
2005
2005
2005
2005
2005
2005
2006
2005
2005
2008
2005
2005
2005
2006
2005
2005
2005
2005
2005
2005
2005
2006
2005
2005
2008
2005

51 .90%
40.76%
45.00%
56.37%
47.52%
55.49%
50.24%
49.35%
40.00%
48.00%
43.00%
50.75%
54.45%
50.27%
53.09%
53.95%
51.28%

Utility
Aquila, Inc. d/b/a Aquila Networks
Wisconsin Public Sewlce
Superior Water, Light and Power Company
Wisconsin Power & Light
Wisconsin Energy
Wisconsin Gas
Serco
Michigan Consolidated
MGE - Gas Utility
Bdtlmore Gas & Electric
Xcel - Northern States Power
Atlanta Gas Llght
Vectren Energy Delivery of Ohio
Sierra Pacific Power
Central Hudson Gas & Electric
Norther Illinois Gas db Nicor Gas
Energy Gulf States
Xcel - Pub. Service CO
Xcel Energy
Interstate Power and Light Company
Avlsta Utilities
At nos Energy Louisiana Gas
Puget Sound Energy
South Carolina Electric & Gas
Union Light Heat 8t Power
Counterpoint Minnegasco
Amerenlp
Bay State Gas
Souther Connecticut Gas
Roanoke Gas
Oklahoma Natural Gas
Arkansas Western Gas Company
Southwest Gas
Centerpotnt Ark la
Average Authorized Percentages

12.05%
11 .70%
11 .50%
11 .20%
11 .20%
11 .00%
11.00%
11 .00%
11.00%
11 .00%
10.90%
10.80%
10.60%
10.60%
10.51 %
10.50%
10.50%
10.40%
10.40%
10.40%
10.40%
10.30%
10.25%
10.20%
10.18%
10.00%
10.00%
10.00%
10.00%
9.90%
9.70%
9.50%
9.45%

10.54%

48.73%
33.23%
40.00%
81 .80%
47.54%
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SOUTHWEST GAS CORPORATION

RATEMAKING CAPITAL STRUCTURE

AT AUGUST 31, 2004 AND AT APRIL 30, 2007

($000,000S)

Line
No. Description

(a)

August 31 ,
2004

(b)

April 30,
2007
(C)

Change

(d)
(c) - (b)

% New
Capital.

(e)
(d) / Lm8(d)

Line
No.

$ 7
173

(1)
127
306$

1

2

3

4
5

6

7

8

1
2
3
4
56.

7
8

Common Eauitv
Common Stock, $1 par
Capital Surplus
Capital Stock Expense
Retained Earnings

Total Common Equily[1]
Preferred Securities
Long-Term Debt[2]

Total Capital $

3 7  $
546

(9)
90

e e l  $
100

1,181 .
1,945 $

4 4  $
719

(11)
217
970 $
100

1,192
2,262 $

10
316

97%
0%
3%

100%

g
10
11
12

Capital
Common Equity
Preferred Securities
Long-Term Debt

Total

34.1%
5.1 %

60.7%
100.0%

42.9%
4.4%

52.7%
100.0%

8.7%
-0.7%
-8.0%

9
10
11
12

13 Shares Outstanding[3] 36 42

4 3  $

7 13

14
15

PGA Balance
Short-Tem1 Debt

$ 54$
27

(11)
(27)

14
15

[1] Does not include accumulated other comprehensive income(loss)
[2] Includes current maturities of long-term debt
[3] In millions

an



Line
No.

SOUTHWEST GAS CORPORATION
AMERICAN GAS ASSOCIATION UTILITY RATE CASE DATABASE

UTILITY DECISIONS IN UNITED STATES
GRANTED COMMON EQUITY RATIOS FOR RATEMAKING

January 1, 2005 - March 31, 2007

Company
(a)

State
(b)

WA

Filing
Date
(c)

Decis ion
Date
(d)

1/5/07.
1/11/07
1/11/07
2/8/07

3/14/07
3/15/07
3/20/07
3/22/07
3/29/07
1/19/06

»

44.13%
54.00%
57.46%
51 .79%
53.60%
52.00%
45.90%
36.05%
48.10%
55.49%

...;!=%2M¥=
51 .40%
40.75%
45.00%
55.00%
46.56%
53.00%
48.00%
48.00%
46.14%
47.40%
35.06%
44.80%
43.00%
51 .90%
53.09%
50.27%
39.31 %
41.52%
31 .75%
50.24%
31 .80%
55.37%
45.73%
49.35%
50.75%
33.23% .
53.95%
56.65%

. 59.73%
40.00%
48.40%
54.45%
53.63%
51.28%

Granted
CE Ratio

(e)

EXHIBIT no.__(TKw-3)
SHEET 1 OF 1

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

Line
No.

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

Puget Sound Energy
Wisconsin Power & Light
Wisconsin Public Service
PPL
Connecticut Natural Gas Corp
Pacific Gas & Electric
Delmarva Power & Llght
Missouri Gas Energy
At nos
Xcel - Pub. Sewioe CO

'~ .
Aquila, Inc. d/b/a Aquila Networks

Sierra Pacific Power
Central Hudson Gas & Electric
Vem\ont Gas Systems
Kinder Morgan
Chesapeake Utilities Corp
National Fuel
Orange s. Rockland
Centrerpoint Energy Minnegasco
public Service Electric & Gas
Consumers Energy
Chattanooga Gas
Puget Sound Energy
Vectren Energy Delivery of Ohio
AmerenlP
CenterPoint Minnegasco
Michigan Consolidated
Energy Gulf States
Wisconsin Power & Light
Xcel Energy
Centerpoint Ark la
Norther Illinois Gas db moor Gas
Oklahoma Natural Gas
Interstate Power and Light Company
South Carolina Electric & Gas
Arkansas Wester Gas Company
Bay State Gas
MGE D Gas Utility
Wisconsin Public Service
Avesta Utilities
Baltimore Gas & Electric
Union Light Heat & Power
Xcel - Northern States Power
Souther Connecticut Gas

WI
WI
PA
CT
CA
DE
MO
TX
CO

IA
NV
NY
VT
WY
MD
NY
NY
MN
NJ
MI
TN
WA
OH
IL

MN
MI
LA
WI
MN
AR
IL

OK
IA
SC
AR
MA
WI
WI
WA
MD
KY
WI
CT

2/15/06
3/17/06
3/31/06
4/27/06
9/29/06
12/2/05
8/31 /06
5/1 /06

5/31 /06
5/27/05
332/9/04

5/2/05
10/3/05
7/29/05
3/10/06
2/26/06
5/5/06

11/28/05
11/28/05
11/2/05
9/30/05
7/1 /05

6/30/06
4/5/04

4/16/04
6/25/04
7/1 /04
9/1 /03
7/2/04

9/17/04
9/17/04

11/24/04
11/4/04
1 I28/05
4/15/05
4/26/05

12/29/04
4/27/05
4/19/05
4/1 /05

3/30/05
4/29/05
2/25/05
6/1 /05

4/29/05

3/1 /06
4/27/06
7/19/06
8/10/06
9/19/06
9/26/06

10/18/06
10/18/06
11/2/06
11/9/06

11/21/06
12/5/06
2/18/05
4/13/05
5/17/05
5/17/05
5/28/05
6/15/05
7/19/05
7/21 /05
9/19/05
9/28/05
10/4/05

10/14/05
10/14/05
10/31 /05
11/30/05
12/12/05
12/12/05
12/21/05
12/21/05
12/22/05
12/22/05
12/28/05

46 Average Authorized Common Equity Ratio 41.87% 46

Source: AGA Ratecase Database - http:\www.aga.org
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[1]
Southwest Gas Corporation

Net Income to Average Common Equity

EBIT/Customer Base

Earr/lrnefest Expense

Retained Cash Flow w Adjusted Debt

Debt/ Book Capitalization (Excluding Goodwill)

Free Cash Flcvw/Funds From Operations

LTM 3/31/2007 12/31/2006 12/31/2005

11.22% 10.40% 5.71%

136.2 131.5 97.1

2.25x 2.13x 1.57x

13.35% 13.82% 10.04%

56.49% 58.54% 67.39%

8.54% -32.78% -40.59%

1213112004 w3112003
8.17% 5.62%
109.1 89.4
1.1ax 1.szx

13.55% . 13.51 %
65.07% 64.03%

.70.79% .26.07%

[1] Ratios defined in 'Moody's Approach to Global Standard Adjustments in the Analysis of Hnanoial Statements
for Non- FinancialCoa'porations- Part I (US/Canadian GAAP, February 2006)°

Note: For definitions of Moodys most common ratio rems please see the accompanying User's Guida.

Qplnlon

Company Profile

Southwest Gas Corporation (Southwest) was incorporated in March 1931 under the laws of the state of California.
The company is composed of two business segments: purdlasing, transporting and distributing natural gas in the
southwest of the United States (the largest portion of its business which is regulated by individual state utility
commissions) and Norther Pipeline Construction Co. (NPL), whim is a wholly owned unregulated subsidiary
engaged in underground piping providing utility companies with trenching and installation, replacement and
maintenance services for energy distribution systems.
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Southwest is the largest distributor of natural gas used primarily for space heating, in central and southern portions
of Arizona including the rapidly-growing Phoenix and Tucson metropolitan areas. It is also the largest natural gas
distributor and transporter in Nevada, sewing the Las Vegas metropolitan area and norther Nevada. It also
distributes and transports natural gas in portions of California, including the Lake Tahoe area and the high desert
and mountain areas in San Bernardino County. As of March 2007, Southwest purchased, transported and
distributed natural gas to nearly 1.8 million residential, commercial and industrial customers in these three states,
where it is regulated by the Arizona Corporation Commission (Acc), the Public Utilities Commission of Nevada
(PUCN) and the California Public Utilities Commission (CPUC). Certain accounting practices. transmission
facilities and rates are also subject to regulation by the Federal Energy Regulatory Commission (FERC).

Recent Developments

In October 2006, the CPUC granted a $2.7 million increaseinoperating margin which took effect January 2007.
Southwest continues to receive an annual attrition allowance of $3 million which was approved in January 2005. In
February 2006, the ACC granted the company $49.3 million of the total $66.9 million requested in a general rate
case filed inDecember 2004 which took effecton March 1, 2006, but rejected requests to decouple revenues,
continuing to expose the company to further variances in earnings related to warmer than normal weather or
customer conservation efforts. Southwest plans to tile another rate case late 2007 or early 2008 and continues to
work with ACC staff to explore ways to address rate design. In March 2005, the company filed an application with
the PUCN requesting approval of a weather normalization adjustment provision inadvance of the company's ne>d
general rate case, however the commission recently declined to adopt this provision and deferred the issue to be
considered in future rate case proceedings.

During 2007, Southwest plans to implement a stand-alone derivative financial instruments program for the first
time, aiming to supplement the company's current volatility mitigation program of feed-price contracts. The
company expects that with natural gas price volatility protected to continue in the near future, proper hedging
activities with stand-alone derivative financial instruments could help stabilize operating expenses allowing the
company increased flexibility and increase supplier diversification.

Rating Rationale

Southwest Gas Company (Southwest, Moody's sr. ans. debt rating Baan, stable outlook) is especially challenged
as one of the fastest growing gas distribution companies in the country sewing two of the most rapidly growing
states of Arizona andNevada in terms of population (at 4% per year, almost three times the national average). The
company provides natural gas distribution service in Arizona (56% of operating margins),Nevada (35% of
operating margins) and California (9% of operating margins). Moody's Investors Service downgraded the senior
unsecured debt ratings of Southwest in May 2006 to Baa3 from Baa2 and concurrently changing the outlook for
the ratings to stable from negative.

The year 2006 was the 2nd warmest year on record in the contiguous United States, with warmer than normal
temperatures in Southwest's service territory. Though slightly cooler than the previous year (2005 was one of the
warmest years on record in Its service territory) the company's financial condition continues to be pressured by the
warmer temperatures. Given the rate design currently in place in Arizona and Nevada, the company's earnings are
directly linked to the volume of natural gas that is consumed by its customers and people tend to burn less gas for
heating when weather is warmer than normal. unlike the California regulatory framework where it obtains 9% of its
operating margins, Southwest's attempts at revenue decoupling have not been successful in the key states of
Arizona and Nevada, where the public utility commissions have advised the company to undertake further public
consultations and hearings wife stakeholders before the key rate design factors of weather normalization or gas
conservation margin protection could be implemented.

Southwestanticipates continuing its high level of construction capital expenditures with approximately $880 million
from 2007 to 2009, of which $337 million is expected during 2007. For several years the company's capital
expenditures have exceeded the level of cash flow from operations after dividend payments (retained cash flow),
necessitating funding from outside sources. The company plans to fund approximately 90% of the construction
expenditures with retained cash flow and expects to raise another $100-$125 million in equity through various
common stock programs. Additional funding is expected to be provided by credit facilities and/or other external
financing programs. Even with an organic customer growth averaging 4-5% in recent years, the construction
expenditures and increased operating expenses associated with creating and maintaining the infrastructure
required to support the customer growth has outpaced the revenue growth from customer addmons. Re ulatory lag
has for several years delayed the recovery of these costs, resulting in suppressed earnings. Even with the most
recent rate case decision in Arizona that resulted in a $49.3 million rate increase, it failed to address the company's
predicted rapid pace of growth. Southwest will continue to be challenged to recover costs as regulatory filings
typically take a year to resolve in its largest service jurisdiction. Due to the regulatory lag and gaps in the
company's rate design in Arizona and Nevada, this has placed Southwest among the lowest rated investment
grade gas utility companies.

Drivers of Rating Change

Factor 1: Sustainable Probability

a) ROE - RDE was 10.4% for fiscal year ending2006, a slgniticant improvement versus the 5.7% for fiscalyear

e
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Factor 1: Sustainable Proiitabllity (20%)

a) Return on Equity (15%)

b) EBIT to Customer Base (5%)

8.1%

$112.6
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2005. The 10.4% ROE isabove average when compared with the Baa-rated LDC peers. The higher ROE year
over year is primarily due to the impact of changes in the baserate in Arizona and California and the company's

Gus on operating efficiency and productivity. By not increasing the size of its workforce and by adopting
te hnoiogy (electronic order routing, an electronic meter reading anda work management system) the company
has managed to significantly reduce operating costs per customer. Southwest's Baa peers average 9.5% in ROE.

b) EBIT/Customer Base - For Fiscal year 2006, the company scores $131 .50 which is in line with the Baa-rated gas
peer group for the EBIT/cuswomer base ratio. This Is a marked improvement over the previous years and is a result
of the improved operating efficiencies. Southwest's Baa peers average $110.9 in EBlT/customer base.

Factor 2: Regulation - Southwest has an overall weak sure on regulatory support, as its requests for improving
rate design have not been achievedinArizona or Nevada, although discussions with interested parties continue
post-rate case decisions.

Factor 3: Ring Fencing - Southwest scores high for ring-fencing, as its operations are overwhelmingly regulated
and there is little danger of non-regulated operations diverting utility resources toward risky businesses. The parent
company is the utility and is subject to regulation by the Arizona Corporation Commission, the Public Utilities
Commission of Nevada, and the California public Utilities Commission.

Factor 4: Financial Strength and Flexibility

a) EBIT/Interest Expense - EBIT/Interest was 2.13 times for fiscal year 2006 versus 1.57 times for fiscal year 2005.
The 2.13 times is in line with the Baa-rated LDCgaspeers. The higher EBIT/Interest expense is due primarily to
the increase in earnings. Southwest's Baa peers average is 2.75 times.

b) RetainedCash Flow/Debt - Retained CashFlowlDebt was 13.8%for fiscal year 2006 versus 10.0% for fiscal
year 2005. The 13.8% is in line with Baa-rated LDC gas peers.The Baa average is 14.9%

c) Debt to Book Capitalization (excluding goodwill) - This ratio was 58.5% for fiscal year 2006 versus the 67.4%
from the previous year. The 58.5% is in line with the Baa-rated LDC gas peers. The improvements reflect the
issuance of approximately 941,000 shares through the company's equity shelf program. Southwest's Baa peers
average 60.9%.

d) Free Cash Flow/Funds From Operations - This ratio was (32.8%) for fiscal year 2006 versus (40.6%) for fiscal
year 2005. The (32.8%) is in line for Baa-rated LDC gas companies. This measure has historically been volatile
form year to year due to changes in working capital. Southwest's Baa peer average is (5.5%).

Rating Outlook

Southwest's rating outlook is stable reflecting the gradual and steady improvement in many of credit measures
mentioned above. The stable outlook assumes that Southwest will continue to pursue changes to improve rate
design and most control measures.

What Could Change the Rating - Down

Continuing high leverage, continuing earnings volatility on account of weather variations, eroding margins from
declining customer consumption related to gas conservation and continuing lags in recovery of capital investment
costs or increases in operating expenses that erode the company's profitability could all be causes for a possible
downgrade.

What Could Change the Rating - Up

Ratings could improve should the company demonstrate a significant improvement in its rate-making design and
tempering capital expenditures with cash flow available from internal operations that translate into a stronger and
sustainable financial profile accompanied by significantly reducing growth in operating expenses.

Raktin Factors

Southwest Gas Corporation

I



Factor 3: Ring Fencing (10%)

a) RingFencing X

Factor 4: Financial Strength and Flexibility (60%)

a) EBIT/Interest (15%)

b) Retained Cash Flow/Debt (15%)
c) Debt to Book Capitalization (excluding goodwill)

(15%)

d) Free Cash Flow/Funds from Operations (15%)

12.5%

63.7%

1.8

-48.1%

Rating:

a) Methodology Model Implied Senior Unsecured Rating

b) Actual Senior Unsecured Equivalent Rating

Baa2

Baan

Factor 2: RegulatorySupport (10%)

a) Regulatory Support and Relationship X
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Southwes t Gas  Corp.

BBB-/Positive/-

•

•

•

Major RatingFactors
Strengths:

• Low risk natural gas distr ibution business;

• A favorable customer mix and high growth service terr itories in Nevada and

Arizona, although customer growth rates have begun to moderate;

Purchased gas adjustment (PGA) cost recovery mechanisms in all three

states in which the company operates;

Strong cash flow measures, with funds from operations (FFO)/debt of 17%

for the 12-month period ended Dec. 31, 2006; and

Declining debt leverage due to strong internal cash flows, minimal debt

financing and regular equity infusions.

•

Weaknesses:

• Dependence on future rate relief; '

• Exposure to customer conservation and weather-related sales variation 'mArizona and Nevada;

• Low customer usage and a lengthy payback period on capital investment;

• Elevated projected capital expenditures of about $290 million per year;

• Moderate exposure to the effects of natural gas price volatility on P G A receivable balances and potential liquidity

requirements; and ,

Long-term capital or contracting requirements with regards to natural gas storage capability for the company's

Arizona and Southern Nevada service areas.

Rationale

The ratings on Southwest Gas Corp. are based on its strong business position as a regulated local gas distribution

company serving the high-growth service territories in Arizona, Nevada, and, to a lesser extent, California. The

ratings also reflect improving operating efficiency and an intermediate financial risk profile. These factors are

partially offset by low customer usage due to its geographic location, challenges associated with improving

regulatory treatment in certain jurisdictions, and a moderately sized unregulated utility construction and

maintenance business.

Las Vegas, Nev.-based Southwest Gas, which has about $1.4 billion of debt, has two business segments: natural gas

operations and construction services. Southwest Gas, the ingest distributor of natural gas in Arizona and Nevada,

serves the cities of Phoenix, Las Vegas, and Tucson. About 10%-15% of operating income is derived from the

construction services business, Northern Pipeline Construction Co. (NPL), which has performed adequately over the

past few years. Standard 85 Poor's Ratings Services expects this uNregulated operation to account for a relatively

stable share of company sales and operating income over the foreseeable future.

The company provides natural gas to more than 1.7 million customers in Arizona (54% of customers), Nevada

(36%), and California (10%). Residential and small commercial customers account for nearly all of retail

consumption and around 85 % of the company's total operating margin. Retail sales are sensitive to weather, which

Standard ac Poor's Batingsbirect | March 16, 2007 2
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has been a particular challenge for Southwest Gas given the gradual warming trend observed in its region. For

example, winter season heating degree days in Phoenix have declined by a compounded annual rate of about 2.5%

from 1997 to 2006. Other factors, such as higher energy efficiency new construction and customer conservation,

have contributed to declining consumption per customer (estimated to be around 1% per year £rom 2001 to 2006),
which poses a challenge to the company with respect to fixed cost recovery.

Strong customer growth, averaging 5% annually from 2001 to 2006, has helped to offset the effects of declining per

capita consumption, keeping retail gas deliveries essentially constant from 2001 to 2006. Nevada and Arizona have

accounted for most of the increase, exhibiting growth rates of 6% and 4%, respectively. Customer growth has also

driven capital requirements, which increased by about 5.4% annually over the same period. The company projects

capital spending wi l l remain relatively steady at about $290 million per year over the 2007-2009 period.

Southwest Gas depends on regulatory approval of retail rates to cover the cost requirements associated with rapid

growth, high natural gas price volatility, and exposure to weather variation. All three of the state regulatory

commissions that oversee Southwest's retail rates have allowed the company to recover its actual purchased gas

costs through a purchased gas adjustment mechanism (PGA). In 2006, the Nevada commission approved that the

company's gas-cost adjust on a quarterly basis.

The company has mitigated its exposure to gas price volatility through risk management practices designed in

consultation with its regulators and under which prices for about one-half of the company's normal weather supply

needs were hedged well in advance of the winter heating season. Prices for the remainder of its natural gas

requirements are set under variable price contracts and on the spot market.

Both the Nevada and Arizona commissions have responded to appeals for targeted rate action to address

occasionally large gas cost receivable balances and the liquidity and regulatory lag pressures they create. In October

2005, the PUC issued an order approving a $78 million annual rate increase in Nevada to recover the PGA

under-collections as well as expected gas costs. Arizona's commission implemented a temporary PGA surcharge in

Arizona, effective February 2006, that helped reduce the company's PGA balance receivables to $77 million as of

Dec. 31, 2006, down from $120 million in March 2006.

Despite the company's recent requests, both the Arizona and Nevada utility commissions have declined ro adopt

weather normalization or decoupling mechanisms chat would insulate company earnings from weather or

conservation-related sales variation. The Public Utility Commission (PUC) of Nevada has signaled its willingness to

consider a weather normalization adjustment mechanism, as recommended by the commission's staff in July 2006,

but only as part of the company's next general rate case, the timing of which remains uncertain. Although the ACC

did not approve the company's request for a conservation tracker in 2006, it did authorize an increase in the

residential customer charge of $1.70 per month.

In February 2006, the Arizona Corporation Commission (ACC) authorized a $49.3 million rate increase that
improved company cash Hows but provided for Ody a 9.5% allowed return on equity, albeit on a hypothetical 40%
equity layer that exceeded an actual equity ratio of about 35 % applicable to the Arizona portion of the company's
utility system.

Financial performance measurably improved in the second and third quarters of 2006 as a result of regulatory relief

and customer growth. Capital outlays remain high, although the company funded about 66% of capital outlays with

internal cash flow after dividends in fiscal 2006.

www.standardandpoors.com/ratingsdirect 3
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Credit measures remain adequate for the rating, with adjusted funds from operations (FFO) to total debt of about

17% and adjusted FFO interest coverage of about 3.5x for the 12-month period ended Dec. 31, 2006. Meanwhile,

debt leverage has decreased, with adjusted debt to capital at 63% 'm Dec. 31, 2006, down substantially from 69% in

2005.

L iqu id i t y

The company's liquidity is sufficient, with a $300 million credit facility char expires in April 2011. As of Dec. 31,

2006, the company had available the entire $150 million facility capacity it designates for working-capital purposes

and, in addition, the company had about $18.7 million cash. Natural gas purchases and capital outlays to service

growth in its territory are the primary draws on liquidity. Natural gas sales are seasonal with usage peaksin the

winter months. The combination of elevated natural gas prices and weather patterns will be the major determinant

of liquidity needs in the near term.

Operating cash flows for the past 12 months had been negatively affected by rising natural gas prices, as

under-collected PGA balances were about $77 million as of Dec. 31, 2006. The company uses short-term

borrowings, in part, to temporarily finance under-collected balances.

With continued healthy customer growth, capital outlays will remain substantial and will require external financing.

Capital expendimres 'm 2007-2009 are expected to be around $880 million. Southwest also has $42.5 million in

long-term debt maturities over the three-year period. The company expects to raise $100 million-$115 million from

external sources, including the issuance of common stock through the company's common equity shelf program.

Outlook
The positive outlook reflects our expectation of consistently strong cash flow measures and declining debt leverage,

primarily as a result of anticipated high levels of internal funding of capital expenditures, minimal new debt

financing, and regular annual equity infusions under the company's common equity shelf program. Significant rate

design improvements in Arizona and Nevada could further engender ratings improvement.

The outlook assumes adequate rate relief and healthy retail demand despite moderating customer growth rates and

observed declines in customer consumption. The outlook also assumes that the company will manage its liquidity

resources to ensure adequacy under adverse market and credit scenarios.

The outlook could return to stable if financial performance expectations are not met, Particularly if a result of

unfavorable regulatory actions, a significant increase in capital requirements, or more aggressive reliance on debt

financing. Continued declines in customer usage without adequate regulatory protections or sustained increases in

PGA receivables could also limit potential ratings improvement.

Accounting
Southwest Gas' financial statements are prepared in accordance with U.S. GAAP and are audited by

PricewaterhouseCoopers, LLR The financial statements include the accounts of Southwest Gas Corporation and all

subsidiaries, except for Southwest Gas Capital H, a financing trust created for the express purpose of issuing trust

preferred securities for the benefit of the company. All significant inter-company balances and transactions have

been eliminated with the exception of transactions between Southwest Gas and NPL in accordance with SFAS 71

Standard 85 Poor's Ratingsbiroct I March 16, 2007 4
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(Accounting for the Effects of. Certain Types of Regulation).

SFAS No. 71 also allows for the deferral as regulatory assets, costs, that otherwise would be expensed if Ir is

probable future recovery from customers will occur. The company has a net regulatory asset of $142 million, of

which $77 million is attributable to deferred gas costs and $101 million is for accrued pension and other

postretirernent benefit costs.

When calculating credit measures, Standard 86 Poor's considers off-balance-sheet (OBS) obligations, such as

operating leases,. ro be fixed commitments, and imputes debt and interest components, including these amounts in

adjusted financial ratios. After accounting for operating leases, Southwest's debt and 'interest expense increase by

about $23.5 million and $1.7 million, respectively. FFO is increased by $3.7 million of imputed depreciation on

operating leases.

We also adjust reported financial results for pension and postretirement obligations (on a tax~adjusted basis). For

Southwest Gas, this increases adjusted debt by $100.8 million for the unfunded projected benefit obligations and

increases FFO by $7.1 million. Southwest Gas' aggregate pension fund'ulg ratio is about 73% (Standard 8C Poor's

defines this ratio as the fair value of the plan assets relative to the p 's projected benefit obligation).

Table 1

Industry Sector. REGULATED T&D

Hating as of March 13. 2007

-Average of past three fiscal years--

Southwea Gas Carp. Ammos Energy Corp. Cascade Natural Gas Corp.

BBB-/stable/- BBB/stable/A-2 BBB+/Stable/--

(Mil. al
1,738.7

51.5
243.3
313.0
20.7

1,533.1
0.0

744.2
2,277.3

4,681.9
123.2
347.8
354.3
117.8

2,0591
122.3

1,492.3
3.B73.7

368.9

11 .7

33.5

29.5

3.4

187.3

0.0

119.4

306.7

Total revenues

Net income ham continuing operations

Funds from operations (FFO)

Capital expenditures

Cash and investments

Debt

Preferred stock

Common equity

Total capital

Adjusted ratios

EBIT interest coverage (x) 2.0

FFO interest coverage (xi 3.5

FFO/debt(%) 15-9

Discretionary cash fl0w/debt (%) (7.44)

Net cash flow/Capex (%) 67.8

Debt/total capital (%) B7.3

Return on common equity (%) 7.9

Common dividend payout ratio - unadjusted (%) 50.7

*Furry adjusted (including post-retirement obligations),N.M. - Not meaningful.

2.7

3.7

16.9

(5.88)

72.9

56.0

9.1

72.5

2.5

3.7

17.9

(1 .53)

76.6

51.1

8.7

93.1
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Table 2

Industry Sector. REGULATED T8¢D

-Fiscal year ended Dec. 31 -

zoos zoos Z004 zone 2902

BBB-/stable/- BBB-/stable/- BBB-/stable/" BBB-/stable/» BBB-/Negative/»

2,024.8
83.9

259.3
343.0
18.8

1 ,538.1
0.0

901 .4
2.43955

1,714.3
43.8

219.3
294.1
29.6

1,557.3
0.0

595.4
2,253.7

1,477.1
55.8

251.2
301.9
13.5

1,503.9
0.0

534.6
2,138.5

1,231.0
38.5

228.0
239.8
17.2

1 ,375.1
0.0

559.3
1 .944.a

1,320.9
44.0

185.4
285.8
19.4

1 ,254.7
60.0

534.0
1 .8481

Rating history

(S M il . As Reported)

Total revenues

Net income from continuing operations

Funds from operations (FFO)

Capital expenditures

Cash and investments

Debt

Preferred stock

ColTlmon equity

Total capital

Adiustad rat ios

EBIT interest coverage (x)

FFO inf. coy. (x)

FFo/debt 1%1

Discretionary cash flow/debt (%)

Net Cash Flow / Capex (%)

Debt/total capital (%)

Return on common equity (%)

Common dividend payout ratio (in-adj.) (%)

*Fully adjusted (including post-retirement obligations).

2.3

3.5

16.9

(5.65)

55.8

53.0

9.6

39.9

1.7
3.2

14.1
(5.27)
83.9
69.1
5.5

71.3

1 .9

3.7

15.7

(11 .sol

73.7

70.3

8.4

50.8

1.6
3.6

18.4
(3.86)
82.7
70.7
5.9

71.9

1.7
3.0

14.8
(0.87)
55.2
67.9
7.1

61.4

Southwest Gas (harp.

BBB-/Positive/~

BB

Corporate Credit Rating

Preferred Stock

Local Currency

Senior Unsecured

Local Currency BBB-

Corporate Credit Ratings History

13-Mar-2007

11 -Aug-2003

01-Feb-2001

BBB-/Positive/--

BBB-/Stable/--

BBB-/Negative/-

Business Risk Profile 1 2 @ 4 s s 7 41
T i

Enaneial Risk Profile Intermediate

*Unless otherwise noted, all. ratings in this report are global scale ratings. Standard & Poor's credit ratings on the global scale are comparable across countries. Standard
& Poor's Credit ratings on a national scale are relative to obligors or obligations within Mat specific country.
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Rating Rationale
Southwest Gas Corporation's (SWX) ratings reflect the operating,
regulatory and tinancid characteristics associated with its dynamic
service territory. Increasing operating and capital costs associated with
a high growthraterequires periodic rate relief and results in moderate
regulatory lag. However, on-balance regulation has been reasonably
responsive. In addition to seeldng generalrateincreases, recent efforts
have been made to request rate design changes to separate the recovery
of Fixed operating costs from the volume of gas sold through increased
basic service charges, increased differences in block rates, weather
normalization and margin trackers.

Ratings
Security Cunuuz Fnvlcus

ems Rating Rating
IDS ses- NR
Unseemsd Debt BBB NR
Commands!

F'alpea'

Soudw/cd Gas Caplhl I
Tms¢p1efa11ed BBB- NR

DR- issuer deflultradng, NR-not med.

Rating
Ratlna Outlook...

.. Nona
~.s1ab1e

Analysts
Ralph Pellecchia
+1 212 908-0586
1alph.pcllecchia@titchnltings.com

SWX's affirmed ratings recognize the relatively supportive regulatory
environment and strong growth within SWX's service territory. SWX
continues to profitably grow its operations, and while the company has
experienced some regulatory lag, increased operating costs and
increased debt, these factors are neithersurprisinggiven the amount of
growth SWX has expaicnced, nor overly worrisome. SWX has been
ableto pursue rate relief with moderate success.

Peter Molina
+1 212 908-0288
peter.mo1ica@5tchratings.com

Profile
Fitch expects SWX's credit metrics to remain stable over the course of
the next few years, with slight imaprovernents w debt leverage and
coverage ratios. EBITDA-to-interest coverage should average
approximately 4.0 times (x), and debt-to-EBITDA should average 4.0x
or below. In addition, the companys debt-to-total capital is expected
to decrease.

SWXisagas dimibu6un company saving
nnmsdnan l.7Mllioncmnme|~s'mpomtin4nsof
Nev\dl,AliznmlmdCIIifonil.Gtislerved
includehi@-guwthLasVeps,Phoenixlnd

Piute W UIW P°M_W
nil¢lun Nevidl. and Nol§lun Pipeline
Cuunlhuc1ion Co.

Related Research
• Press Release, Jan. 17, 2007.

SWX's iinancialratios wt be affected by recovery cost lag associated
wilh gas supply acquisition. Gas costs that are incurred in excess of
amounts embedded in customer rates are generally deferred and
recovered undo purchase gas adjustment (PGA) mechanisms.
Timeliness of allowed PGA iiiings and in recoveries varies by state,
and £111 recovery could extend beyond one year. The company
typically uses its bank lines for borrowings to fund gas purchases. In
periods of under-recovery, there may be some near-term negative
effect on coverage ratios and capital structure. SWX is allowed
monthly PGA adjustments in California and Arizona While in
Nevada,SWX movedtO a quarterly PGA &om an annual filing at the
start of 2006, which contributed to more timely recovery. At
Sept. 30, 2006, SWX had total outstanding PGA balances receivable of
$63.7 million. It is likely that this balance will be paid down during the
Erst half of 2007.

Recent Developments
SWX received a general raw dwision from the Arizona Corporation
Commission (ACC) in February 2006, which allowed an increase of
rates in Arizona by $49.3 million axmuadly, effective March 1, 2006.

January 24, 2007
www.f1tchratings.com



Rating Outlook Rationale

The current Stable Rating Outlook reflects the
effectiveness of SWX's proactive regulatory

approach.

material debt reduction.

What Could Load to Positive Rating

Action?
•

What Could Lead to Negative Rating

Action?
• Unresponsive regulation.
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The decision did not include the requested rare design
changes or a conservation tracker. The ACC did not
rule out a future rate design charge, and ACC staff
and other interested parties are clnrently working
with SWX to try to come to a mutually acceptable
plan..

capitalization was at 63% as of Sept. 30, 2006, down
.Bram 65.6% at Dec. 31, 2005. This is expected to
decrease over the course of the next few years.
During the first nine months of 2006, the company
issued $28 million of equity under its equity shelf
program. In total, SWX plans on issuing between
$75 million-$100 million in common stock during
the next two years through its cornrpany benefits
program and equity shelf program.

In September 2006, SWX issued $56 million in
4.75% industrial development revenue bonds due 'm
2036 tn expand and upgrade facilities in Clark
County, Nev. Som|rhfweszcas capimiwsrnlussioon-anion

outshmding oust preferred securities due 2043
ab~id»>.Under Fitch's criteria fur hybridsecurities,
thehybrids qualifier for75% equity credit,

In August 2006, SWX retired $75 million of 7.5%
debentures.

Llquldity and Debt Structure
In April 2006, the company amended its $300 million
credit facility, extending its expiration to April 2011
from April 2010. of the $300 Million, $150 million is
designated as long-term debt and $150 million is for
short-term worldng capital purposes. As of
Sept. 30, 2006, the short-term portion of SWX's
credit facility had zero outstanding borrowings. In
addition, SWX had cash balances of approximately
$50 million. .

SWX's capital expenditure program over the course
of the next two years is expected to be 90% financed
with internally geNerated cash How, with the
remainder financed through equity, Total debt-to-

a

SouthwestGas Corporation
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Financial Summary - Southwest Gas Corporation
(S Mil., Fiscal Years Ended Doc. 31)

Lm
9l30fDB ersoros 2005 zoom 2003

Fundamental Rntlos (x)

Funds ham Operationsllmerest Expense
Cash from Opemtionsllnteresrt Expense
Deb4lFunds from 0rlsfBiio"s
Operating EBITAmerestt Expose
Operating EBITDA/lmefesa Expense
DebtlOpelating EBITDA
Conwnon Diwaend Payout (%)
Internal CasnCapitaI Bcpenditures (%)
caprI ExpendltulesIDepladation (%)

3.5
3.7
5.6
2.0
3.7
3.8

48.8
e9.0

198.9

3.5
3.7
5.3
1 .9
3.6
3.7

55.8
69.5

200.8

3.3
3.6
6.5
1.6
3.4
4.4

71.3
70.1

188.4

3.8
2.1
5.4
1.9
3.5
4.2

50.8
40.5

207.3

3.6
3.4
5.5
.1.e
3.2
4.4

71 .9
14.8

176.4

Profitability

Revenues
no Revenues
O&M Expense
Opiating Eamon
Depredation and Amortization Expense

Operating EBIT
Interest Expense
Net Income for Common
O&M % ¢>f Net Revenues
Opiating EBIT % of Net Revenues

1 ,957
967
582
351
Les
186
95
67

60.1
19.2

1 .678
873
521
323
154
169
90
so

59.7
19.4

1,114
886
540
307
156
151
91
44

61.0
17.0

1 ,417
831
478
316
14-6
170
81
57

57.5
20.4

1,231
749
441
272
136
135
85
39

58.9
18.1

Cash Flaw
244

15

229

(30)
(308)
(94)

(0)
23
78

238
ac

zoo

(31)
(294)
(88)

2
38
64

151

(90)
242

(29)
(393)
(180)

e
112

59

208

(10)
218

(28)
(241)

(61)
(18)

55
21

cash Flow from Operations

Change in Working Capital
Funds ham Operations

Dividends
Capital Expenditures
Free Cash Flow
Net Other Investment Cash Flow
Net Change in Debt
Net Change In Equity

259
23

2a1
(33)

(328)
(102)

i s
33
68

Capltd Structure
Short-Term Debi 27 29 107 130
L°n9.T€1'm Dena 1 ,291 1,114 1,250 1,188

TmaI Debi 1,318 1,203 1,357 1,318
Prelfarlsd and Minority Equity 75 75 75 75
Common Equity 823 751 751 10s

Trap capita 2.211 2.030 2.183 2,098
Total DebtlTotaI Capital (%) 59.5 59.3 e2.z 62.8
Plerierled and Minority Equlty/Total Capital (%) 3.4 3.7 a.4 3.6
Common Equiayrruxal Capital (%) 37.1 37.0 34.4 33.6

LTM-Ls1es112Il'lnnli'ls. Opiating EBIT-Operalwgineome bebvu nou1ea|nhgltsmsOpe|adr\g EBITDA-Operatinginaomebelble nonrecurring
itemsdusdepseohmiunasudamoltizzatloneacperse. o&m-opeaaaoussndnmalmerlance.Soulue: Finandal aataautameaf|u¢nsnLE11e»gy1¢wum1au¢>|1
System, pmvded underieemebySnL Flnandal, LCdCh8I'l0M8SN'llle,Va.

58
1,146

1,205
75

630

1,910
63.1
8 . 9
33.0

Cuwli§\t¢2ll07byPilDh,l$..Fi\chRdl9Ltd.IiiBlllhli$lI'i4 o»¢s:n=su=¢p1m».ny.1¢v 1uuo4.
Telqhunez 3-I09-753444,(212)901-0500. Fax: (z1z)410-4435. Rup|ududcawIm t iwhc|¢m"mp|nkpmuh1'bi\ede=mqtbype|1m8un All ripns xsavd. All oflhe
ill&l1nmliunenuuilledhu¢il\l1Bhmo\:llinMiumloln'eswMdlFi&\1eliwnl:Milhie.hnFi1ddusndvu'ifyMll1llha'lcalxlcynf8lekl¢unnnldnnm 1'helmMlmliullintisI!pnl\i
pmvided"si"wiiulnmluplnelnudonauraum\tydaql&d AFiUmimgismuphiuuuuoMa=di1wc1i:&1md'uee\niry.nctnneomnnndadnnwbny,sdluhnlamq1eeuuizy.
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SOUTHWEST GAS CORPORATION
AMERICAN GAS ASSOCIATION UTILITY RATE CASE DATABASE

UTILITY DECISIONS IN UNITED STATES
REGULATORY REVEW PERIOD
January 1, zoos - March 31, 2001

Line
NO. Companv

(a)

S1818
(b)

Flying
Date

(C)

Derision
Date
(d)

Review
Dave
(B)

No.

1
2
3
4
5
e
7
a
9
10
11
12
13
14
15
LB
17
18
19
20
21
22
23
24
25
pa
27
28
29
to
31
32
33

WI
WI

. , , _

IA
VA
NV
NY
VA
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Southwest Gas Corporation
Docket No. G-01551A-07-

BEFORE THE ARIZONA CORPORATION COMMISSION

Prepared Direct Testimony
of

FRANK J. HANLEY

1
2
3
4
5
6
7
8
9

10 1. INTRODUCTION

1 1

12

1 3

14

1 5

Q. 1 Please state your name, occupation and business address.

A. 1 My name is Frank J. Hanley and I am a Principal and Director of AUS Consultants.

My bus'mess address is 155 Gaither Drive, SuiteA, Mt. Laurel,New Jersey 08054.

Q. 2 Please summarize your educational background and professional experience.

A. 2 I have testified as an expert witness on rate of return and related financial issues

16

17

1 8

19

20

21

22

23

24

25

26

27

before 33 state public utility commissions including the Arizona Corporation

Commission, the District of Columbia Public Service Commission, the Public

Services Commission of the Territory of the U.S. Virgin Islands, and the Federal

Energy Regulatory Commission. I have also testified before local and county

regulatory bodies, an arbitration panel, a U.S. Bankruptcy Court, the U.S. Tax Court

and a state district court. I have appeared on behalf of investor-owned companies,

municipalit ies, and state public util ity commissions. The details of  these

appearances, as well as my educational background, are shown in Appendix A

supplementing this testimony.

Q, 3 What is the purpose of your testimony?

A. 3 The purpose of my testimony is to provide evidence on behalf of Southwest Gas

Corporation (Southwest or the Company) in the form of a study of the common

1



1

2

3

4

equity cost rate which it should be afforded an opportunity to earn on the corr non

equity financed portion of its Arizona jurisdictional rate base and to support the

reasonableness of the use of a hypothetical regulatory capital structure consisting of

51.00% long-tenn debt, 4.00% preferred equity and 45.00% common equity capital

5

6

7

sponsored by Southwest witness Theodore K. Wood.

Q. 4 What is your recommended common equity cost rate?

A.  4 It is 11.25% if the requested 45.00% common equity ratio is approved. M y

8

9

10

1 1

recommended common equity cost rate would be higher if applicable to a lower

common equity ratio due to a greater degree of financial risk.

Q. 5 Have you prepared exhibits which support your recommended common equity cost

rates as well as the reasonableness of the requested capital structure and the resultant

12 overa ll cos ts  of capita l?

1 3 A. 5 Yes, they have been marked for identification as Exhibits __ (FJH-1) through (FJH-

14

1 5

14).

Q. 6 What is the resultant requested overall cost of capital utilizing your recommended

16

17

18

common equity cost rate and the requested regulatory capital structure as well as the

debt and preferred equity cost rates sponsored byMr. Wood?

A. 6 As shown on Exhibit_(FJH-1), Sheet 1, it is 9.45% if the requested tariff tools are

19 authorized.

20 II. S UMMARY

21 Q. 7 Please summarize your testimony.

.

2



1

2

3

A. 7 My s arization is divided into five sections as follows: (1) Southwest's Greater

Risk, (2) Capital Structure, (3) Common Equity Cost Rate, (4) Reasonableness

Check and (5) Conclusion.

4 A. Southwest's Greater Risk

5

6

7

8

9

Southwest is more risky than the average gas distribution company (LDC), as

evidenced by its bottom of investment grade bond ratings by Moody's and Standard

8; Poor's (S&P) and its earned returns on common equity which have been

substantially below those of comparable LDCs. Southwest's substandard earnings

levels resulted in the inability to increase its common dividend for 13 years, that is,

10

1 I

f irm the Spring of 1994 until the Spring of 2007. Nonetheless, extraordinary

measures taken by management enabled the Company to maintain its high quality

12 se rvice .

13

14

15

In drawing conclusions about Southwest, it is important to do so in the

context of comparison to other similar LDCs, such as a group of eight LDCs covered

in Value Line's Gas Distribution Industry. Based on bond ratings and S&P business

16

17

profile s , it is  cle a r tha t S outhwe s t is  more  risky tha n the  proxy group of e ight Va lue

Line  LDCs  a s  illus tra te d in the  following ta ble :

3



Bond Ratings and Business Profile
S&PMoody's

Bond
Rating

Bond
Rating

Bus ines s
P rofile

Baan BBB- 3.0

1
2
3
4
5
6
7
8
9

10
11
12
13

Southwest .
P roxy Group of

Eight V3111C
Line  LDCs AS A 2.3

Source: Exhibit__(FJH-10), Sheet 2 of 9.

In addition, Southwest's higher risk attributes relative to the proxy group are as

14 follows  :

1 5 (1) The fo110Mng table shows that Southwest's Arizona jurisdiction has

1 6 experienced a totally substandard level of returns on its common equity

1 7 investment, which was so low as to be below the yield on Moody's Baa rated

18 public utility bonds in nine out of the ten years and averaged 141 basis points

19 below the average yield on Baa rated public utility bonds over the ten-year

20 period 0.13% - 5.72% = 1.41%);

Rates of Return
Earned on Book Common Equitv 1997-2006

Southwest Gas
Southwest Gas - Arizona
Jurisdiction

2006 2005 2998 2003 2002 2001 2000 1999

10.15% 6.02% 8.50% 5.60% 6.65% 5.79% 6.32% 6.89%

5.99 (0.50) 4. 18 4.10 7.23 7.39 5.65 7.18

1998 1997 Avg.

9.75% 2.87% 6.85%

12.93 3.08 5.72

Yield on Moody's Baa
Rated P.U. Bonds 6.32 5.93 6.40 6.84 8.02 8.03 8.36 7.88 7.26 7.95 7.13

21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

Proxy Group of Eight
Value Line LDCs 10.66 12.34 11.26 12.78 11.83

37

12.52 12.33 11.25 11.88 12.29 13.55

Source: Exhibi1_(FJH-1), Sheet 5 of 5

( 2 ) S o u t h w e s t ' s  r a p i d g r o w t h  a n d  r e l a t e d es s en t i a l c a p i t a l e x p e n d i t u r e s f o r

38 infra s tructure  deve lopment,

4



1

2

3

4

5

(3) Approximately ninety percent of the Company's gas distribution business is

subject to historic ratemaddng paradigms which exacerbate regulatory lag

when combined with significant infrastructure development; and

(4) The loss of substantial net income attributable to the vagaries of the weather

and declining per customer usage and the related unrealized operating margins

as indicated below:6

Susceptibility to the Impact of Weather
and Declining Per Customer Usage

Ta riff Me cha nisms  of P rote ction

Southwest Arizona - None
California .- Margin Tracker Balancing Account
Nevada - Innovative Weather Rate Design

P roxy Group of
Eight Va lue
Line  LDCs 6 of 8 have some form of Revenue Normalization

Decoupling Mechanism
7 of 8 have weather normalization adjustment
clauses and/or other innovative weather rate
design or some form of revenue decoupling
mechanism

7
8
9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

Source : Exh ib it_(FJ H-1), Sheet 4 of 5

26

27

28

29

30

3 1

32

All of the foregoing is reflected in Southwest's bottom of investment grade

bond ratings Moody's Baan and S&P's BBB-) as well as an assigned business

profile of 3.0 by S&P which indicates even greater risk vis-8-vis the proxy group

which has an average assigned business profile of 2.3. A bond/credit rating at the

bottom of investment grade means greater credit risk which ire turn means greater

cost to customers and greater risk to common shareholders, as the next downward

rating change would be to below investment grade.

5



1 B. Capital Structure

2

3

4

5

6

7

8

9

10 Line LDCs as shown on Exhibit_

1 1

12

1 3

14

15

16

17

18

19

20

21

22

Southwest made substantial progress in increasing its common equity ratio.

As Mr. Wood explains in his testimony, the Company not only reached a 40%

common equity ratio since the Commission's Order in the last rate case, but achieved

a common equity ratio of 42.9% at April 30, 2007. Mr. Wood further explains how

the Company accomplished this significant improvement in its common equity ratio.

The recommended capital structure containing a 45% target common equity

is about equal to the average ratio of approximately 45 percent, based on total capital

employed including short-tenn debt maintained by the proxy group of eight Value

(FJH-4), Sheet 1 of 3. However, the requested

target ratio of 45% is considerably less than the approximately 52-53% maintained

on average by the proxy group in 2006 and for the five years then ended based on

permanent capital employed, i.e., excluding short-term debt, also shown on

Exhibit_(FJH-4), Sheets 1 and 3.

Based on S&P's financial metrics as to bond rating and business profile, as

shown on Exhibit__(FII-I-2), Sheet 14, it can be determined that the requested target

capital structure, in concert with the requested tariff changes which will go a long

way toward increasing stability of authorized operating margins, will afford the

Company a reasonable opportunity over time to achieve an A bond rating. For an A

bond rating and a business profile of "3", S&P requires total equity in the range of

45-50% (the complement of total debt range of 50-55%). The requested 4%

preferred equity equates to approximately 1.6% common equity equivalent as

6



1

2

represented to Southwest by S&P (40% of 4%). Thus, 1.6% plus the target common

equity ratio of 45% equals 46.6%, which is within the range speckled by S&P.

3

4

5

6

C. Common Equitv Cost Rate

The Eff icient Market Hypodmesis (EMH) is the foundation of modem

investment theory. It tells us that investors (except those who illegally use insider

information) take into account all publicly-available information which is then fully

7

8

9

reflected in securities' prices. Common sense affirms this proposition to be true as

the markets constantly reflect the processing of new information. Inasmuch as the

financial literature discusses multiple cost of common equity models .- and actually

10 encourages their use it is logical to assume that investors rely upon multiple

11

12

1 3

14

1 5

16

models and avoid exclusive reliance upon any single cost of common equity model.

Consequently, consideration must be given to the four principal cost of common

equity models which are discussed in the literature: the Discounted Cash Flow

Model (DCF), the Risk Premium Model (RPM), the Capital Asset Pricing Model

(CAPM) and the Comparable Earnings Model (CEM). In the manner which I utilize

them, adj of them are market-based.

17 Although there are a number of forms of the DCF model which can be used, I

1 8

19

20

21

22

23

rely upon the constant growth form. Forms of the model such as two- or three-stage

growth models are inappropriate for mature LDCs that are not facing transition to a

fully competitive environment.

The growth in the DCF model is a substitute for expected growth in market

price (capital) appreciation. Analysts' growth forecasts in earnings per share (EPS)

have significant impact on market prices. Even casual observers of the market are

7



1

2

aware that it is the expectation of earnings that is the primary driver of market prices.

Thus, the use of analysts' forecasted growth in EPS is the best proxy for growth in

3 market price.

DCF cost rates tend to understate investors' required rate of return when4

5

6

7

8

9

10

market values exceed the book values of the common stocks of utility companies,

and vice versa. Consequently, the DCF cost rates for Southwest and the proxy group

are not indicative of investors' required rate of return when those market-based cost

rates are applied to a lower book value, i.e., the common equity financed portion of

an original cost rate base.

As a result of my analyses and consideration of all of the cost of common

1 1

12

13

14

15

16

17

18

19

20

21

22

23

equity models and other pertinent information, I conclude that a common equity cost

rate of 11 .25% is applicable to Southwest's proposed 45% common equity ratio.

The results of the tinanciad models for Southwest and the proxy group both

result in an 11% equity cost rate, as shown on Sheet 2, Line 5 of Exhibit _ (FJH-1).

However, the adverse impact of weather and declining usage per customer on

Southwest's revenues and earnings and the lack of rate design mechanisms to

minimize or obviate the same, has made Southwest more risky vis-8-vis the proxy

group and has resulted in bottom of investment grade bond ratings and a more risky

S&P business profile. For these reasons, a common equity cost rate of 11.00% based

on Southwest's own data is counter-intuitive, i.e., understated vis-a-vis a similar cost

rate of 11.00% applicable to the considerably less risky proxy group which has an

S&P bond rating of A and an average business profile of "2.3" (versus Southwest's

BBB- bond rating and business profile of "3.0"). Therefore, I provide far greater

8



1

2

3

4

5

6

7

8

9

10

1 1

12

13

weight to the cost rate of 11.00% for the less risky proxy group. However, that cost

rate must be adjusted upward so that the cost rate derived from the proxy group will

be applicable to Southwest, which is more risky. As shown on Sheet 2, Line 6 of

Exhibit_(FJH-1), such adjustment is 0.31%, or 31 basis points. Another reason I

provide far greater weight to the cost rate results for the proxy group is that the

landmark Hope and Bluefield cases (see cites Mia) require the use of comparable

firms. The use of a number of comparable Elms, i.e., proxy group, adds reliability to

the conclusions reached and lessens the likelihood of inadvertent reliance upon data

derived from extraordinary circumstances of a single company which often affects

indicators of common equllty cost rate. Consequently, ANa observing common

equity cost rate results (Sheet 2, Line 7 of Exhibit_(FJH-1)) of 11.00% for

Southwest and 11.31% for the proxy group, I conclude that a cost rate of 11.25% is

applicable to Southwest's requested 45% common equity.

14 D. Reasonableness Check

1 5

16

17

18

19

As shown by the infonnation contained in Exhibit__(FH-I-14), regulatory

awards made to gas distribution companies in fully litigated cases during the period

April 1, 2006 through March 31, 2007 averaged 10.48% relative to a common equity

ratio of 45.92%. Those companies that received the awards, on average, had a

debt/credit rating of A. Thus, these data indicate that my recommended common

20

21

equity cost rates are reasonable when it is considered that Southwest has bond ratings

of Moody's Baan and S&P's BBB-, both of which are at the bottom of investment

22 grade. In addition, when it is also considered that Southwest has had neither a

23 weather normalization adjustment clause (WNC) nor any type of revenue decoupling

9



1

2

3

4

5

6

7

mechanism (RDM) to protect against the impact of weather on its earnings, and

declining per customer usage, my recommendation(s) are reasonable. As shown on

Exhibit_(FJH-14), the average equity risk premium over A rated utility bonds in all

of the fully litigated cases was 459 basis points, or 4.59 percentage points (4.59%).

As will be shown herein, the prospective yield on A rated utility bonds is 6.60%,

thereby indicating a cost rate of 11.19% (6.60% + 4.59%) applicable to a less risky

LDC whose debt credit rating is A, which supports the reasonableness of my

8 recommendation for Southwest, whose debt is rated Baa3/BBB-, as discussed supra.

9 E. Conclusion

10

1 1

12

The foregoing summary demonstrates that the requested regulatory capital

structure, which includes a 45% common equity ratio, the requested tarif f

mechanisms, and the 11.25% common equity cost rate, are reasonable and should be

1 3 approved.

14 Lu. GENERAL PRINCIPLES

15

16

17

18

19

20

21

22

23

Q, 8 What general principles have you considered in giving at your recommended

common equity cost rate of 11.25%?

A. 8 In unregulated industries, competition is the principal determinant in establishing the

price of the product or service. For priceregulated utilities, the regulatory process

becomes the substitute for the missing competition; however, the natural gas

distribution business has become increasingly competitive. Investors reflect their

awareness of the increased competition in the market prices they pay for securities.

Analyses based on companies whose securities are traded is essential when

evaluating capital structure and its component cost rates. The common equity cost

10



1 rate should be adequate enough to fulfill investors' requirements and assure that the

2 utility will be  a ble  to fulfill its  obliga tions  to its  cus tome rs . A utility's  obliga tion to

3 serve requires a level of earnings sufficient to maintain the integrity of presently

4 invested capital and permit the attraction of needed new capital at a reasonable cost

5 in competition with other comparable-risk seekers of capital. These standards for a

6 fair rate of return have been established by the U.S. Supreme Court in the Hope] and

7 Blueiield2 cases.

8 Iv .  B US INE S S  R IS K

9 Q, 9 Please define business risk and explain why it is important to the determination of a

10 fa ir ra te  of re turn.

11 A.  9 Bus ine s s  ris k is  a  colle ctive  te rm e ncompa s s ing a ll of the  dive rs ifia ble  ris ks  of a n

12 enterprise except financial risk. Business risk is important to the determination of a

13 fair rate of return because the greater the level of risk, the greater the rate of rectum

14 demanded by investors consistent with the basic financial precept of risk and return.

15 Q. 10 Are there any extraordinary business risks which affect Southwest?

16

17

A. 10 Yes. Southwest faces many of the same risks as other LDCs in today's increasingly

competitive environment. These risks include the threat of bypass, uncertainty

18 associated with the unbundling of services behind the city-gate, increased

19 competition from, among others, gas marketers, interstate pipelines and electric

20 utilities through integrated resource plans, and industry mergers and acquisitions. In

21 addition, Southwest has the potential for significant revenue and earnings volatility

I

2

Federal Power Commission v. Hope Natural Gas Co., 320 U.S. 591 (1944).

Bluefield Water Works knprovement Co. v. Public Suv. Comm'n, 262 U.S. 679 (1922).

11



1

2

3

4

5

6

7

8

9

10

1 1

1 2

1 3

14

1 5

1 6

1 7

1 8

19

(classic signs of greater business risk) due to its lack of protection from the vagaries

of weather, declining per customer usage and a rate of customer growth which is

among the highest in the nation.

In contrast to Soutllwest's total exposure to the vagaries of weather and

declining per customer usage, almost all of my proxy group companies have degrees

of protection from these factors. Of the proxy group of eight Value Line LDCs,

seven have either a WNC and/or some type of innovative rate design or revenue

decoupling mechanism (Sheet 4 of Exhibit__(FJH-l)).

The extraordinarily low achieved rates of earnings on the common equity

financed portion of the total Arizona rate base is apparent by comparison to the

achieved rates of earnings on book common equity of the proxy group of eight Value

Line LDCs. I chose to make such comparison beginning with 1997, the first full

year without PriMerit Bank being part of Southwest, in order to obviate controversy.

The comparative rates are shown on Exhibit_(FJH-1), Sheet 5. As shown, the

proxy group achieved an average ROE over the ten-year period of 11.83% while

Southwest achieved an average of only 6.85% and the Arizona jurisdiction earned

only 5.72% on average over the ten-year period, both of which were lower than the

average yield on Moody's Baa rated public utility bonds during the same period.

The inordinately low achieved ROEs have been a major factor in Southwest's

20

21

bottom of investment grade bond rating. The inadequate achieved ROEs are

attributable to lower than average authorized ROEs exacerbated by the inability to

22 cam them.

12



1
2
3

v. FINANCIAL RISK

Q. 11 P le a s e  de fine  fina ncia l risk a nd e xpla in why it is  importa nt to the  de te rmina tion ofa

4 fair rate of return.

5 A. 11 Financial risk is the addidond risk created by the introduction of debt into the capital

6 structure. Standard & Poor's (S&P) corporate bond rating criteria is contained in

7 Exhibit_(FJH-2), which consists of 15 sheets. Sheet 14 contains S&P's target

8 Enanciad metrics for ten levels of business profiles at different bond ratings with "1"

9 considered the lowest risk and "10" the highest risk.

10 Q. 12 Are bond ratings a good measure of investment risk?

11 A. 12 Yes. Similar bond ratings reflect similar combined business and financial risks.

12

13

Although the specific business or financial risks may differ between companies, the

same bond rating indicates that the combined risks are similar because the bond

14 rating process recognizes diversifiable business and financial risks. S&P expressly

15 states that the bond rating process encompasses a qualitative analysis of business and

1 6 fina ncia l ris ks  (S he e ts  3 through 9 of Exhibit__(FJ H-2)). Diffe re nce s  in ris k ma y

17

18

still exist between companies with the same bond rating and are reflected in S&P's

assigned business profile, i.e., the higher the assigned number (e.g., "1" through

19 "10"), the greater the risk, and vice versa. The riskier the assigned business profile,

20 the more stringent the financial metrics. It is noteworthy that Southwest's S&P bond

21 rating is "BBB-" and has an assigned business proHle of "3.0" in contrast to the

22 average company in the proxy group (which will be discussed infra) which has an

23 average S&P bond rating of "A" and a less risky business profile of "2.3".

24 Although there is no perfect proxy by which one can differentiate common

13



1

2

equity risk between companies, the bond rating provides excellent insight because it

is the result of a thorough and comprehensive analysis of all diversifiable investment

3 ris ks .

4 VI. SOUTHWEST GAS CORPORATION

5

6 A.  13  Yes .

7

8

9

10

Q. 13 Have you reviewed iinanciad data for Southwest?

Southwest is principally engaged in natural gas operations providing

distribution service 'm Arizona, Nevada and California as well as transportation

service through Southwest's wholly-owned pipeline subsidiary, Paiute Pipeline

Company. At calendar year-end 2006, Southwest served nearly 1.8 million

customers. Customer growth has been about 6% in Nevada and 4% in Arizona, well

1 1

12

13

14

15

16

above the national average.

I have shown Southwest's capitalization and financial statistics for the years

2002-2006, inclusive on Sheet 1 of Exhibit_(FJH-3). Notes relevant to Sheet 1 are

shown on Sheet 2. As shown on Sheet 1, Southwest's average achieved rate of

earnings on book common equity during the 2002-2006 period was just 7.38% and

its average market/book ratio was l32.83%, while the average div idend payout ratio

was 63.30%.17

18 VII. PROXY GROUP

19

20

21

Q. 14 You previously mentioned that you also observe the market data for a proxy group

of LDCs in order to gain insight into a market-based common equity cost rate for

Southwest. Please explain how you selected the proxy group of eight Value Line

22 LDCs.

23 A. 14 The basis of selection was to include those gas distribution companies: 1) which are

14



1 included in Value Line Investment Survev's (Standard Edition) Natural Gas

2

3

4

5

6

7

8

9

10

1 1

1 2

(Distribution) Industry; 2) which have actively traded common stock; 3) which have

not cut or omitted their common stock dividend during the five calendar years

ending 2006 and up to the time of the preparation of this direct testimony; 4) which

at the time of the preparation of this testimony had not announced any merger or

acquisition plans, 5) which in 2006 had at least 50% of operating revenues and at

least 50% of net operating income derived from gas distribution operations, and 6)

which are included in S&P's Compustat PC Plus Research Insight Data Base.

Southwest was not included because it is the Company at issue in this

proceeding and is analyzed by itself As discussed supra, Southwest's indicated

common equity cost rates are counter-intuitive vis-a-vis the greater reliability of the

use of a proxy group of eight comparable, albeit less risky, gas distribution

1 3 companies .

14 The fina ncia l profile of the e ight companies is summarized in

1 5

1 6 Q .

A.1 7

1 8

19

20

Exhibit_(FJI-I-4).

15 Please describe Exhibit_(FJH-4).

15 Exhibit__(FJH-4) contains average comparative capitalization and financial statistics

for the proxy group of eight Value Line LDCs for the years 2002 through 2006. It

consists of three sheets. Sheet 1 contains a summary of the comparative financial

data for the years 2002-2006. Sheet 2 contains notes relevant to Sheet 1, as well as

21

22

23

the selection criteria and identity of the individual companies in the proxy group.

Sheet 3 contains the capital structure ratios based upon permanent capital for each

company as well as group averages by year and company/group averages for the five

15



1 ye a rs .

2

3

4

As shown on Sheet 1, during the five-year period ending 2006, the achieved

average earnings rate on book common equity (ROE) and market/book ratio were

11.99% and 178.20%, respectively, while the average dividend payout ratio was

5 69.50%.

6 VIII. CAPITAL STRUCTURE

7 Q. 16 Do you believe the target capital structure ratios requested by Southwest and

8

9

supported by Mr. Wood are reasonable?

A. 16 Yes. I believe that the requested target capital structure ratios consisting of 51%

10 long-term debt, 4% preferred equity and 45% common equity are reasonable. A

1 1

12

13

14

15

16

17

18

19

20

21

22

23

45% common equity ratio is similar to the average ratios maintained by the proxy

group of eight Value Line LDCs including short-term debt but much less than the

approximate 53% common equity which they maintain based on total permanent

capital, i.e., excluding short-term debt.

If the requested target capital structure ratios are utilized, they will afford

Southwest the opportunity over time to obtain a higher S&P bond/credit rating of A.

Those ratios fit within the S&P debt to equity financial metric for an A bond/credit

rating with a business profile of "3". Of course, other financial metrics will also

need to be achieved consistently over time. Given Southwest's proven susceptibility

to the adverse impacts of readier and declining per customer usage on revenues and

earnings, approval of the requested tariff tools is critical to alleviating this

susceptibility and to provide Southwest the opportunity to achieve S&P's financial

metrics as well as Moody's relatively new metrics for the gas distribution industry.
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1 It is most important that Southwest have the opportunity to upgrade its

2 bond/credit ratings as the next downward change from Baa3/BBB- will be to below

3

4

5

investment grade, i.e., Bal and BB+, which would be disastrous for any utility but

especially so for Southwest, which is one of the fastest growing LDCs in the U.S.

As such, it is imperative that Southwest have access to the capital markets at all

6 times OD a reasonable cost basis.

7 Moody's3has stated:

LDCs that have, or soon expect to have, RD (revenue decoupling)
stand a better chance than others in being able to maintain their credit
ratings or stabilize their credit outlook in face of adversity. This

renee between those companies that have RD and those that do
not will tend to be farther accentuated as the credit demarcation
re/leeted through rating actions becomes more evident. (italics added
for emphasis)

8
9

10
11
12
13
14
15
16 * =l= *

17
18
19
20
21
22
23

In attempting to grapple with the conservation issue, LDCs are in fact,
having to dispel the notion that their fixed charges should be recovered
from volumetric sades of gas. As thefxed charges appear year in and
year out regardless of gas usage, the volumetric approach to cost
recovery for operating a gas distribution system is a faulty equation
which needs to be rectified in ratemaking. (italics added for emphasis)

24 IX. COMMON EQUITY COST RATE MODELS

25 A. The Efficient Market Hvpothesis (EMH)

26

27

28

Q. 17 Are all of the models you employ market-based?

A. 17 Yes. The DCF model is market-based as current market prices are employed. The

Risk Premium Model (RPM) is market-based as the current and expected bond

3 Moody's Investors Service - Global Credit Research June 2006 - Special Commalt- Local Gas Dislributiqn Cqmpaniesz
Update Qr Revenue Decoupling and Implications for Credit Ratings,pp. 1, 4.
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1 ratings and yields reflect the market's assessment of risk. To the extent betas are

2 used to determine equity risk premium, the market's assessment is reflected because

3 betas are derived from regression analyses of market prices. The Capital Asset

4 P ricing Mode l (CAP M) mode l is  ma rke t-ba s e d for much the  s a me  re a s on a s  the

5 RPM except that the yield on U.S. Government Treasury Bonds is used in lieu of

6 compa ny-s pe cific bond yie lds . My a pplica tion of the  Compa ra ble  Ea rnings  Mode l

7 (CEM) is also market-based because the selection process of comparable risk

8 domestic, non-price regulated, companies is based upon statistics which result Rom

9 regression analyses of market prices. A11 of the models are, therefore, based upon

10 the  Efficie nt Ma rke t Hypothe s is  (EMH).

11 Q. 18 P lease  describe  the  conceptua l bas is  of the E MH.

12 A. 18 The  EMH is  the  corne rs tone  of mode m inve s tme nt the ory. It wa s  pione e re d by

13 Eugene F. Fama4 in 1970. An efficient market is one in which security prices at all

14 times reflect all the relevant information at that time. An efficient market implies

15 that prices adjust instantaneously to the arrival of new information and that the

16 process therefore reflects the intrinsic fundamental economic value of a security.5

17 The essential components of the EMH are:

1 . Investors are rational and will invest in assets which provide the highest
expected return for a particular level of risk.

2. Curre nt ma rke t price s  re fle ct a ll publicly a va ila ble  informa tion.

18
19
2 0
2 1
2 2
23
2 4
2 5

3. Returns are independent in that today's market returns are unrelated to
yesterday's returns as that information has already been processed.

4

5

Fauna, Eugene F., "Efficient Capital Markets: A Rew'ew of Theory and Enupiricad Work", Journal of Finance, May 1970, pp.
383-417.
Morin, Rosa A., "New Regulatory Finance",Public Utilities Reports, Inc., 2006, pp. 279-281.
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4. The markets follow a random walk, i.e., the probability distribution of
expected returns approximates the normal bell curve.

Brealey and Myersé state:

1
2
3
4
5
6
7
8
9

10
11
12

When economists say that the security market is 'el"ieient", they
are not talking about whether the filing is up to date or whether
desktops are tidy. They mean that information is widely and
cheaply available to investors and that all relevant and
ascertainable information is already reflected in security prices.

There arethree fonts of the EMH,namely:

1 . The "weak" form asserts that all past market prices and data are fully
reflected in securities prices. In other words, technical analysis cannot
enable an investor to "outperform the market".

2. The "semistrong" form asserts that all publicly available information is tally
reflected in securities prices. In other words, fundamental analysis cannot
enable an investor to "outperform the market".

13
14
15
16
17
18
19
20
21
22
23
24
25

3. The "strong" form asserts that all information, both public and private, is
fully reflected in securities prices. 111 other words, even insider information
cannot enable an investor to "outperform the market".

The "semistrong" form is generally held as true because the illegal use of

26 insider information can enable an investor to "beat the market" and earn excessive

27 returns, thereby disproving the "strong" form.

28 Q. 19 P le a se  e xpla in the  a pplica bility of the  EMH to your de te rmina tion of common e quity

29 cost rate.

30 A. 19 Common sense affirms the conceptual basis of the EMH as described above. In

31 practical terms, this means that market prices paid for securities reflect all relevant

32 information available to investors and that no degree of sophistication and/or

33 analysis can enable investors to consistently outperform the market. Consequently,

6 Brealey, R.A. and Myers, S.C., "Principle of Corporate Finance". McGraw-Hill Publications. Inc.. 1996, pp. 323-324.
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1 it confirms that all perceived risks are taken into account by investors in the prices

2 they pay which re flect the  informa tion inexpens ive ly or free ly ava ilable  such a s  bond

3 ratings, analyses of the rating agencies and financial analysts, and the various

4 methodologies employed to detennine common equity cost rate as discussed in the

5 academic and financial literature. Thus, in an attempt to emulate investors' actions,

6 it is necessary to take into account the results of multiple cost of common equity

7 mode ls .

8

9

Q, 20 Is there specific support in the academic and financial literature for the need to rely

upon multiple cost of common equity models in arriving at a recommended common

10 equity cost rate?

11 A. 20  Ye s . For e xa mple , fillips ' s ta te s :

Since regulation establishes a level of authorized earnings which,
in tum, implicitly influences dividends per share, estimation of the
growth rate from such data is an inherency circular process. For
these reasons, the DCF model 'suggests a degree of precision
which is in fact not present' and leaves 'wide room for controversy
and argument about the level off'. (italics added) (p. 396)

12
13
14
15
16
17
18
19 =l= =l= *

20
21
22
23
24
25
26
27
28
29

Despite the dweulty of measuring relative risk the comparable
earnings standard is no harder to apply than is the market-
determined standard. The DCF method, to illustrate, requires a
subjective determination of the growth rate the market is
contemplating. Moreover, as Leventhal has argued: 'Unless the
utility is permitted to earn a return comparable to that available
elsewhere on similar risk, it will not be able in the long run to
attract capital '. (italics added) (p. 398)

Also, Morins  s ta te s :

7 Charles F. Phillies, Jr., The Regulation Qr Public Utilities - Theory and Practice, 1993, Public Utility Reports, Inc., Arlington,
VA, pp. 396, 398 ,

s Id ., a t PP- 428, 430-431.
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Each methodology requires the exercise of considerable judgment
on the reasonableness of the assumptions underlying the
methodology and on the reasonableness of the proxies used to
validate a theory. The inability of the DCF model to account for
changes in relative market valuation, discussed below, is a vivid
example of the potential shortcomings of the DCF model when
applied to a given company. Similarly, the inability of the CAPM
to account for variables that affect security returns other than beta
tarnishes its use. (italics added)

No one individual method provides the necessary level of
precision for determining a fair return, but each method provides
useful evidence to facilitate the exercise of an informed judgment.
Reliance on any single method or preset formula is inappropriate
when deeding with investor expectations because of possible
measurement difficulties and vagaries in individual companies'
market data. (Morin, p. 428)

=l= =l= =l=

The financial literature supports the use of multiple methods.
Professor Eugene Braham, a widely respected scholar and finance
academician, asserts:1 footnote omitted)

Three methods typically are used: (1) the Capital Asset
Pricing Model (CAPM), (2) the discounted cash How (DCF)
method, and (3) the bond-yield-plus-risk-premium approach.
These methods are not mutually exclusive no method
dominates the others, and all are subject to error when used in
practice. Therefore, when faced with the task of estimating a
company's cost of equity, we generally use all three methods
and then choose among them on die basis of our confidence in
the data used for each in the specific case at hand.

Another prominent finance scholar, Professor Stewart Myers, in an
early pioneering article on regulatory finance, stated:2(f°°'"°'° omitted)

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44

Use more than one model when you can. Because estimating
the opportunity cost of capital is difiicudt, only a fool throws
away useful information. That means you should not use any
one model or measure mechanically and exclusively. Beta is
helpful as one tool in a kit, to be used in parallel with DCF
models or other techniques for interpreting capital market data.

2 1



Reliance on multiple tests recognizes that no single methodology
produces a precise definitive estimate of the cost of equity. As
stated in Bonbright, Danielsen, and Kamerschen (1988), 'no single
or group test or technique is conclusive.' Only a fool discards
relevant evidence. (italics in original) Morin, p. 430)

* =1= *

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
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24

While it is certainly appropriate to use the DCF methodology to
estimate the cost of equity, there is no proof that the DCF produces
a more accurate estimate of  the cost of  equity than other
methodologies. Sole reliance on the DCF model ignores the
capital market evidence and financial theory fonnalized in the
CAPM and other risk premium methods. The DCF model is one of
many tools to be employed in conjunction with other methods to
estimate the cost of equity. It is not a superior methodology that
supplants other financial theory and market evidence. The broad
usage of the DCF methodology in regulatory proceedings in
contrast to its virtual disappearance in academic textbooks does
not make it supenlor to other methods. The same is true of the Risk
Premium and CAPM methodologies. (italics added) Morin ,  p .
431)

25

In view of the foregoing, it is clear that investors are aware of all of the models

including comparable earnings. The EMH requires the assumption that investors use

them all.26

27 B. Discounted Cash Flow Model (DCF)

28 1. Theoretical Basis

29

30

31

32

33

Q. 21 What is the theoretical basis of the DCF model?

A. 21 DCF theory is based upon Ending the present value of an expected future stream of

net cash flows during the investment holding period discounted at the cost of capital,

or the capitalization rate. The theory suggests that an investor buys a stock for an

expected total return rate which is expected to be derived firm cash flows in the

34 form of dividends and appreciation in market price, i.e., the expected growth rate.
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1 Thus, the dividend yield on market price plus a growth rate equals the capitalization

2 rate. The capitalization rate is the total return rate expected by investors.

3

4

5

6

7

8

9

10

Q. 22 Please comment on the applicability of the DCF model in establishing the cost rate

of common equity capital for Southwest.

A. 22 As discussed supra, it is necessary to determine common equity cost rates based on

the utility proxy group and Southwest and adjust those cost rates upward to reflect

Southwest's and the Arizona jurisdictions' greater investment risk, respectively. The

proxy group has less investment risk than Southwest, reflected in better bond ratings,

i.e., Moody's A3 and S&P's A versus Southwest's Moody's Baan and S&P's BBB-.

In addition, the proxy group has a lower, i.e., less risky average S&P business profile

of2.3 versus Southwest's 3.0.11

12

13

The DCF model has a tendency to mis-specify investors' required return rate

when the market value of common stock differs significantly from its book value, as

will be discussed infra in detail. Market values and book values of common stocks14

15

16

17

are seldom at unity. For example, the average market values of companies in the

LDC proxy group have been well in excess of their book values. As shown on Sheet

l of Exhibit_(FJH-4), the average company in the proxy group of eight Value Line

LDCs sold at 186.27% of its book value in 2006.18

19 A market-based DCF cost rate will result in a total annual dollar return on

20

21

22

book common equity equal to the total annual dollar return expected by investors

only when market and book values are equal. A DCF cost rate produces the

investor-required return on the market value, the application of which to a lower

book value will result in a lower return in dollars. There are many macroeconomic23

23



1 factors which influence market values because, as explained infita regulatory

2 allowed earnings can only influence market values but cannot control them.

3
4

2. Applicability of a Market-Based Common Equity
Cost Rate to a Book Value Rate Base

5 Q, 23 Are the market prices of public utilities' stocks influenced by factors beyond the

6

7

influence of the regulatory process?

A. 23 Yes. For example, Phillips9 states:

Many question the assumption that market price should equal book
value, believing that 'the earnings of utilities should be sufficiently
high to achieve market-to-book ratios which are consistent with
those prevailingfor stocks of unregulated companies (italics added)

In addition, Bonbrightw states:

8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

In the first place, commissions cannot forecast, except within wide
limits, the effect their rate orders will have on the market prices of
the stocks of the companies they regulate. In the second place,
whatever the initial market prices may be, they are sure to change
not only with the changing prospects for earnings, but with the
changing outlook of an inherently volatile stock market. In short,
market prices are beyond the control, though not beyond the
influence orate regulation. (italics added)

Q. 24 Because market prices are beyond the control of rate regulation, does a DCF cost

25 ra te  re fle ct inve s tors ' re quire d ra te  of re turn whe n a pplie d to a  book va lue  which

26 diffe rs  from its  marke t va lue?

27 A. 24 No. Under the DCF model, the rate of return investors require is related to the price

28 paid for a stock. Thus, market price is the basis upon which investors formulate their

29 required rate of return. A regulated utility (under the traditional rate base/rate of

9 La., p- 395.

10 James C. Bonbright, Albeit L. Danielson and David R. Kamerschai, Principles of Public utility Rate, 1998, Public Utilities
Reports, Inc., Arlington, VA, p. 334.
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1

2

3

4

5

6

return paradigm) is limited to eating on its net book value (depreciated original

cost) rate base. Market values diverge from book values for many reasons unrelated

to allowed and/or achieved rates of earnings on book common equity (ROEs). Thus,

when market values depart from book values, a market-based DCF cost rate applied

to the book value of common equity will not reflect investors' expected common

equity cost rate based on market prices. This is true because there are many

7

8

9

10

11

12

13

14

macroeconomic factors which influence the demand for, and hence the market prices

0£ common stocks in addition to company-specific earnings per share (EPS) and

dividends per share (DPS). Consequently, amarket-basedDCF cost rate applied to

the book value per share will either overstate investors' required common equity cost

rate when market value is less than book value or understate investors' required

common equity cost rate when market value is above book value. 111 the late l970's

and early 1980's, when interest rates were extraordinarily high and the market-to-

book ratios of utilities averaged below unity, i.e., one, the DCF model overstated

15

16

17

18

19

20

21

22

investors' required common equity cost rate.

Some regulatory commissions have recognized the tendency of DCF cost

rates to understate investors' required rates of return when the market-to-book ratio

is in excess of one (see cites In recent years, as well as currently, with

relatively low interest rates and utility market-to-book ratios consistently averaging

well above one, the DCF model typically understates investors' required common

equity cost rate. For this reason, throughout more than 30 years as a rate of return

witness, I have consistently recommended the use of multiple common equity cost

25



1 rate models in the application of expert judgment in forming a recommendation as to

2

3

a utility's common equity cost rate.

Q. 25 Can you demonstrate how a market-based DCF cost rate either understates or

4

5

6

7

8

overstates investors' required rate of return on book common equity when the

market value of common equity is above or below its book value, respectively?

A. 25 Yes. Exhibit_(FJH-5) demonstrates how a market-based DCF cost rate applied to a

significantly different book value will either understate or overstate investors'

required return rate on market price.

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

2 1

22

23

Investors require a rate of return on their investment which is the market

price they pay for a stock. The hypothetical illustration on Exhibit___(FJH-5)

demonstrates that the expected market-based rate of return is either under-achieved

or over-achieved. In the first hypothetical example (refer to columns 1 and 2),

market price is 80% in excess of its book value and investors expect a total return

rate of 10.00% on market price, based on a growth rate of 6.00% and a dividend

yield of 4.00%. As shown, when the 10.00% return rate is applied to the book value,

which is only 55.54% of the market value, or $13.33, the opportunity for total annual

return is only $1.333 on book value (10.00% x $13.33) and not $2.40 (10.00% return

on $24 market value). With an annual dividend of $0.96, there is an opportunity to

earn only $0.373 in growth which is just 1.55% on the $24 market price in contrast

to the 6.00% growth rate in market price expected by investors. Conversely, if

market value is less than book value (refer to columns l and 3), a market-based DCF

cost rate when applied to a greater book value will result in an overstatement of

investors' required rate of return related to the book value of common equity.
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1

2

3

4

The Pennsylvania PUC recognized this tendency by utilizing an adjusted

DCF cost rate. It did so in re: Aqua Pennsylvania Water Company (R-00038805) in

its Order entered August 8, 2004 and also in Pennsylvania Power & Light Company

(R-00049255) in its Order entered December 22, 2004. In the December Order, the

PA PUC stated:5

6
7
8
9

10
11
12
13

We 'rind it reasonable that a financial risk adjustment, as proposed by
PPL, is necessary to compensate PPL for the mismatched application
of a market-based cost of common equity to a book value common
equity ratio. The adjustment is necessary because the DCF method
produces the investor-required return based on the current market
price, not the return on the book value capitalization.

The Indiana Utility Regulatory Commission(IURC)also recognized the tendency of

14 the DCF model to understate the cost of equity when market value exceeds book

1 5
11va lue  :

16
17
18
19
20
21
22
23
24
25

In determining a common equity cost rate, we must again recognize
the tendency of the traditional DCF model, ... to understate the cost
of common eqm'ty. As the Commission stated in Indiana-Mich.
Power Co. (BPU 8/24/90), Cause No. 38728, 116 PUR 4th 1, 17-18,
"the unarbusted DCF result is almost always well below what any
informed financial analyst would regard as defensible, and
therefore, requires an upward acbustment based largely on the
euspertwitness 'sjudgement " (italics added)

26

And, in its June 17, 1994 Final Decision and Order in Re U.S. West

Communications. Docket No. RPU-93-9. the Iowa Utilities Board_stated:12

27
28
29
30
31

While the Board has relied in the past on the DCF model, in Iowa
Electric Light and Power Company, Docket No. RPU-89-9, "Final
Decision and Order" (October 15, 1990), the Board stated: '[I]he
DCF model may understate the return on equity in some
circumstances. This is particularly true when the market is relatively

ll

IZ

Re: Indiana-American Watt: Contlpanv. Inc.. Cause No. 39595, 150 PUR4th at 167-168.

Ro: U.S. West Comnnmicaticms, Inc., Docket No. RPU-93-9, 152 PUR4th at459.
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volatile and the company in question has a market-to-book ratio in
excess ozone. " Those conditions exist 'm this case and theBoard will
not rely on the DCF return. (Consumer Advocate Ex. 367, See Tr.
2208, 2250, 2277, 2283-2284). The DCF approach underestimates
the cost of equity needed to assure capital attraction during this time
of market uncertainty and volatility. The Board will, therefore, give
preference to the riskpremium approach. (italics added)

1
2
3
4
5
6
7
8
9 3. Constant Growth Model

10

11

12

13

14

15

Q. 26 Please explain the form of the DCF model you employ and why?

A. 26 I utilize the constant growth font of the model because it is by far the most widely

utilized in public utility rate regulation. I believe it is widely utilized because most

utilities are in a mature state, i.e., they are not in transition from one phase of growth

to another. For example, a starting company will go through various phases of

growth until it reaches maturity. Most utilities that are not transitioning from a

16 regulated monopoly to a competitive environment are in the mature stage. Thus,

17

18

19

20

21

there is no basis for using multi-stage growth DCF models. Moreover, for investors,

long-tenn is readly five years because Eve years is the maximum length of analysts'

projections. Further, there is no empirical evidence which confirms that the rate of

growth would change to some arbitrary rate(s), e.g., the long-term growth rate in

gross domestic product. Consequently, ire the instant matter, the constant growth

22 mode l is  most appropria te .

4 .23 Application of the DCF Model

24 a . Divid e n d  Yie ld

25

26

27

Q, 27 What unadjusted dividend yields do you utilize and why?

A. 27 The recent volatility of the stock market conErs that spot prices should not be

relied on exclusively. Conversely, reliance on too long of a historical period would

28



1

2

3

4

5

6

7

not be representative of the future due to an increasingly competitive environment in

the energy industries as well as a volatile stock market. Consequently, I rely on an

average of recent spot prices on June 25, 2007 and average of the high and low

market prices for the months of April and May 2007 as shown by company/group on

Exhibit_(FJH-7). The average unadjusted dividend yields are 2.34% for Southwest

and 3.76% for the proxy group of eight Value Line LDCs, respectively, as shown on

Exhibit__(FJH-6), Column 1. Details are shown by company on Exhibit_(FJH-7).

8 b. Discrete Adjustment of Dividend Yield

9

10

1 1

12

1 3

Q. 28 Please explain the adjustments for discrete growth in dividends as shown in Column

2 of Exhibit_(FJH-6).

A. 28 Because dividends are paid quarterly, or periodically, as opposed to continuously

(daily), an adjustment must be made. This is often referred to as the discrete, or the

Gordon Periodic, version of the DCF model.

14

1 5

16

17

18

19

20

21

22

Since companies tend to increase their quarterly dividend at different times of

the year, a reasonable assumption is to reflect one-half the annual dividend growth

rate in the D1 expression, or Din- This is a conservative approach so as not to

overstate the dividend yield as it should be representative of the next twelve-month

period. Therefore, the actual average dividend yields in Column 1 o f

Exhibit_(FJH-6) were adjusted upward to reflect one-half the growth rates shown

in Column 4. The resultant adjusted dividend yields are 2.42% for Southwest and

3.84% for the proxy group of eight Value Line LDCs as shown in Column 3 of

Exhibit_(FJH-6).

23 c. DCF Growth Rates
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2

3

4

5

6
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8

Q. 29 Please explain the basis of the growth rates used in your constant growth DCF

model, as shown in Column 4 of Exhibit__(FJH-6).

A. 29 It is shown on Exhibit_(FJH-8), that on average, individuals own about 25% of the

common shares of Southwest and 39% of the common shares of the companies in

the proxy group. Individual investors are likely to rely on information provided by

securities' analysts which provide greater valuable insight into prospective growth in

earnings per share value than do reliance upon historical accounting measures. of

growth. Analysts' forecasts, which incorporate historical information, are readily

9 ava ilable  from Value  Line  and other sources  such as  ThomsonFN Firs tCadl, the  la tte r

10

1 1

12

13

14

15

readily available on the internet at no cost, which provides, in most instances, the

estimates of a number of analysts. While investors are influenced by short-term

earnings growth such as forecasts for the next 12 months, I believe that they are

more influenced by the longer tern five-year forecasts. Five years typically is the

longest future period for which analysts' forecasts are available. The use of a long-

term period such as five years is more consistent with the long-term investment

16

17

18

19

horizon implicit in common stocks than single 12-month growth rates. It is clear that

EPS growth rate expectations, alMough they do not fully account for changes in

market value, are the most significant of all accounting measures of value. It should

be evident, even to the casual market observer, that the market reacts favorably when

20

21

EPS expectations are met or exceeded and unfavorably when they are not.

In view of the foregoing, I rely upon the average projected long-term growth

rate in EPS from Value Line and ThomsoNFN First Call as shown in Column 4 of22

23 Exhibit_(FH-I-6) and detailed by company and average for the proxy group on
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1 Sheet 1 of Exhibit_(1=JH-9). As  s hown on S he e t 1 of Exhibit__(FJ H-9),

2

3

4

Southwest's average growth rate is 6.75% while that of the proxy group is 4.51%.

Sheets 2 through 10 of Exhibit___(FJH-9) contain the most recent Value Line

Investment Survey for Southwest and the eight companies in the proxy group.

5 5. Conclusion of DCF Cost Rate

6 Q. 30 Please summarize the cost rates derived firm your application of the constant growth

7

8

9

1 0

1 1

DCF model to Southwest and the proxy group.

A. 30 As shown in Column 5 of Exhibit_(FJH-6), the DCF cost rates are 9.17% for

Southwest AND 8.35% for the proxy group. However, for the reasons discussed

supra, and by comparison to the cost rates derived from application of the other cost

of common equity models and the reality check of regulatory awards to LDCs

1 2 discussed infra, those cost rates understate the rates required by investors. For the

1 3

1 4

15

reasons discussed infra, only a DCF cost rate of 9.92% is considered, as shown in

Column 6 of Exhibit_(F]H-6).

Q. 31 Please explain the reason for the difference between the indicated DCF return rates

1 6 in Column 5 and the "recommended" DCF return rate of 9.92% in Column 6 of

1 7

1 8

Exhibit__(FJH-6) .

A. 31 As mentioned supra, I have utilized regulatory awarded ROEs to LDCs during the 12

1 9 months ended March 31, 2007 as a reality check of reasonableness. That

20

2 1

22

information will also be discussed infra in connection with Exhibit____(FJH-14). As

shown therein, the lowest regulatory awarded ROE was 9.60% in July 2006 to

Central Hudson Gas & Electric by the New York PSC.

3 1



1 Consequently, it is not reasonable to assume that DCF cost rates which are

2

3

4

5

6

7

8

below 9.60% are in any way representative of the cost rates required' by investors ...

and certainly are below those they would expect. Moreover, in the Central Hudson

case (the 9.60%), the New York Public Service Commission utilized a future test

year; approved a three-year gas rate settlement with an earnings sharing mechanism

that does not begin until the return on equity exceeds l0.60%.

In view of the foregoing, Ida not consider those DCF cost rates below 9.60%

because they are not indicative of any reasonable investor required or expected

9

10

11

12

return on common equity investment in an LDC. Thus, only the two DCF cost rates

shown in Column 6 of Exhibit_(FJI-I-6) are somewhat reasonable. The need to

consider and reject so many DCF cost rates highlights the problems associated with

the application of the DCF model discussed supra.

1 3 c . The Risk Premium Model (RPM)

14 1 . Theore tica l Bas is

1 5

16

1 7

1 8

1 9

20

21

22

23

Q. 32 Please describe the theoretical basis of theRPM.

A. 32 The RPM is based upon the theory that the cost of common equity capital is greater

than the prospective company-specific cost rate for long-term debt capital. In other

words, the cost of common equity is the expected cost rate for long-tenn debt capital

plus a premium to compensate common shareholders for the added risk of being

unsecured and last-in-line in any claim on the corporation's assets and earnings.

Q. 33 Some analysts state that the RPM is another form of the CAPM. Do you agree?

A. 33 Generally yes, but there is a very significant distinction between the two models.

The RPM and CAPM both add a "risk premium" to an interest rate. However, the
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1

2

3

4

5

6

7

beta approach to the determination of an equity risk premium in the RPM should not

be confused with the CAPM. Beta is a measure of systematic, non-diversifiable,

market risk which is usually a much smaller percentage of total investment risk, the

sum of both diversifiable and non-diversiiiable risks. Diversifiable risks, i.e.,

unsystematic or company-spec°c risks, are reflected in the RPM because the

prospective company-specific long-term bond yield is the result of a bond rating

process which includes an assessment of all diversifiable business and financial

8 risks. This reality is veritable by reading S&P's description of its bond rating

9

10

1 1

12

1 3

14

1 5

16

17

1 8

1 9

20

21

22

23

process which is contained in Exhibit___(FJH-2), at Sheets 3 through 9. In contrast,

the use of a U.S. Government Security as the risk-free rate of return in the CAPM,

by definition, reflects no diversifiable company-specific risk. Clearly, the RPM and

CAPM, are two separate and distinct cost of cannon equity models, a fact

recognized in the financial literature.

Q. 34 Please describe your RPM analysis.

A. 34 It is shown in Exhibit_(FJH-10). As can be gleaned from Sheet 1, the projected

bond yield on Moody's A rated utility bonds is estimated to be 6.60%. As explained

in Notes 3 and 4 on Sheet l of Exhibit_(FJH-10), an adjustment of 0.40% is

required to be made to the 6.60% yield on A rated public utility bonds to reflect

Southwest's Moody's bond rating of Baan and an adjustment of 0.09% is required to

be made to the 6.60% yield on A rated public utility bonds because the proxy group

has an average Moody's bond rating of AS. Consequently, the resultant expected

average bond yields are 7.00% for Southwest and 6.69% for the proxy group. then

calculated the equity risk premiums applicable to Southwest and the proxy group.
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1

2

The sum of the prospective bond yields and equity risk premiums equal the RPM-

derived common equity cost rates applicable to Southwest and the proxy group.

3 2. Estimation of Expected Bond Yield

4

5

6

7

8

9

10

Q. 35 Please explain the basis of the expected bond yields of 7.00% applicable to

Southwest and 6.69% applicable to the proxy group.

A. 35 Because the cost of common equity is prospective, the prospective yield on similarly-

rated long-term debt is appropriate. The average Moody's bond ratings (as well as

S&P's bond ratings and business profiles) for Southwest and each company in the

proxy group as well as group averages are shown on Exhibit_(FJH-10), Sheet 2.

They are Baa3/BBB-/"3.0" for Southwest and the averages for the proxy group are

1 1 A3/A/"2.3", respectively. I relied upon the consensus forecasts of about 50

12

1 3

14

15

16

17

1 8

19

20

21

22

economists of the expected yields on Moody's Aaa rated corporate bonds for the six

calendar quarters ending with the fourth calendar quarter of 2008 as derived from the

July 1, 2007 Blue Chip Financial Forecasts (Sheet 7 of Exhibit__(FJH-10). As

shown on Line 1, Sheet 1 of Exhibit__(FH-I-10), the average expected yield on Aaa-

rated corporate bonds is 6.07%. It is necessary to adjust that average yield to be

equivalent to the average bond rating of the proxy group and Southwest, which is

accomplished through the adjustments on Lines 2 and 4 of Exhibit__(FJH-10), Sheet

1 and explained in Notes 2 through 4 on the same Sheet 1. Accordingly, the average

prospective yields are 7.00% applicable to Southwest and 6.69% applicable to the

proxy group. It is then necessary to estimate the equity risk premium applicable to

each of those prospective bond yields.

23 3. Estimation of the Equitv Risk Premium
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1 3
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Q. 36 Please explain the basis of the equity risk premiums you determined to be applicable

to Southwest and the proxy group.

A. 36 I evaluated the results of two different historical equity risk premium studies, as well

as Value Line's forecasted total annual return on the market over the prospective

yield on high grade corporate bonds. These analyses are summarized on Sheet 5 of

Exhibit___(F.lH-10). As shown on Line 3 of Sheet 5, the average equity risk

premiums are 3.86% applicable to Southwest and 4.27% applicable to the proxy

group. The average equity risk premiums are the average of the arithmetic mean

historical and the projected market equity risk premiums allocated to Southwest and

the proxy group by the use of beta and the average of holding period returns of

S&P's Public Utility Index, 1928-2005, inclusive, adjusted to reflect the premium

applicable to the respective bond rating of Southwest and to the average bond rating

of the proxy group.

Q. 37 Please explain the basis of the equity risk premiums shown on Line l, Sheet 5 of

Exhibit_(1=JH-10).

A. 37 Equity risk premiums determined through the application of the beta approach are

meaningful because the betas were derived from regression analyses of the market

prices of common stocks over a recent five-year period. The market prices reflect

investors' expectations over a long-term future investment horizon. Consequently,

beta is a meaningful measure of prospective risk relative to the market as a whole

and thus is a logical means by which to allocate a relative share of the total market

equity risk premium to a specific company or a proxy group.
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1 The average total market equity risk premium utilized was 4.87% as shown

2 on Sheet 6, Line 7 of Exhibit_(FJH-10). It is based upon an average of the long-

3

4

5

6

7

8

9

1 0

1 1

12

tem average historical equity risk premium of 6.20% and the forecasted market

equity risk premium of 3.53% as shown on Sheet 6, Lines 3 and 6, respectively, of

Exhibit__(FJH-10).

To derive the historical market equity risk premium, I used the most recent

Morningstar (formerly Ibbotson Associates) data on holding period returns for the

S&P 500 Composite Index and the average historical yield on Aaa and As corporate

bonds for the period 1926-2006. The use of holding period returns over a very long

period of time is useful in the application of the beta approach. Morningstar, in its

Valuation Edition - 2007 Yearbook. provides sound reasoning why the use of a

long-term historical e period is appropriate to estimate the expected equity risk

1 3 pre m ium . The y de mons tra te  e mpirica lly through te s ts  of s e ria l corre la tion tha t

14

15

equity risk premier are random. They also demonstrate and explain why the

arbitrary use of shorter time periods distorts the results of estimated long-term

16

17

1 8

19

20

21

22

23

average market equity risk premier. Moreover, the arbitrary use of shorter time

periods is contrary to the long-term randomness of  equity risk premier.

Consequently, the use of a long-term average equity risk premium provides stability

in contrast to the volatility associated with the arbitrary use of shorter historical

time periods. Moreover, the use of a long-term average is consistent with the long-

term investment horizon implicit in the cost of  common equity capital as

exemplified by the premise of infinity in the standard DCF model used in rate

regulation. Morningstar's full explanation of why the use of the long-term average
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1 e quity ris k pre mium is  a ppropria te  is  provide d a t S he e ts  5  through 8 of

2 Exhibit_(FJH-11)-

3 In view of the foregoing and all of Morningstar's comments contained in

4 Exhibit_(FJH-11), it is clear that the arbitrary selection of shorter historical

5 periods would be highly suspect. Such periods would likely contain the 1987 stock

6 market crash, the collapse of the Soviet Union, the two wars with ka,

7 extraordinary inflation rates and other significant events. Therefore, the arbitrary

8 use of shorter historical time periods is unlikely to be representative of the amount

9 of change which could occur over a long period of time in the future (the presumed

10 long-term holding period for common stocks as is implicit in the various cost of

1 1 equity models). Thus, the use of a very long past period to estimate the equity risk

12 premium is consistent with the long-tem investment horizon for utilities' common

1 3 stocks. Consequently, the use of the long-tenn past to estimate equity risk premium

14 is critical to proper estimation of the long-term future. The arithmetic mean of

1 5 those long-tem historical total return rates on the market as a whole is the

16 appropriate mean for use in estimating the cost of capital because it provides

17 essential insight into the potential variance of expected returns. A full explanation

1 8 by Morningstar of why the arithmetic mean must be used when discounting future

19 cash Hows for estimating the cost of capital is contained in Sheets 2 through 4 of

20 Exhibit_(FJH-11).

Historical total returns and equity riskpremiums differ in size and direction21

22 over time. It is precisely for this reason that the arithmetic mean is important. The

23 arithmetic mean provides insight into the variance and standard deviation of returns.
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1 The prospect for, and degree of, variance provides the insight required by investors

2 to estimate risk when contemplating making an investment. Insight into variance

3 can only be obtained by the use of the arithmetic mean of historical returns. Absent

4 valuable insight into the potential variance of returns, there can be no meaningful

5 evaluation of prospective risk. If investors relied upon the geometn'c mean of

6 historical returns, they would have no insight into the potential variance offuture

7 returns because the geometric mean relates the change over many periods to a

8 constant rate of change, thereby obviating the year-to-year fluctuations, or

9 variance, critical to n'sk analysis.

10 The basis of the historical market equity risk premium of 6.20% is detailed in

1 1 Lines 1 through 3, Sheet 6 of Exhibit___(FJH-10).

12 Q. 38 Why do you also utilize a forecasted equity risk premium?

13 A. 38 The long-term historical arithmetic average market equity risk premium is the most

1 4 likely to be experienced over a long-tenn prospective period. Also, a prospective

15 element is contained in the use of beta because beta is derived from market prices

16 which reflect expectations of the fixture. Secondly, beta is also utilized in

1 7 conjunction with the prospective yield on A rated public utility bonds.

1 8 Consequently, it is also appropriate to view the current potential for market price

19 appreciation in the current market environment. Investors would certainly have

20 lmowledge of Value Line's forecasted market appreciation and dividend yield on its

21 market universe and consider it along with long-term historical market returns.

22 Because the potential for growth in the DCF model is market price appreciation, in
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1

2

3

4

5

6

7

8

9

10

1 1

estimating the equity risk premium by use of the RPM model, it is also appropriate

to take into account the forecasted equity risk premium.

The basis of the forecasted market equity risk premium of 3.53% is detailed

in Lines 4 through 6, Sheet 6 of Exhibit__(FJH-10). The average of the historical

and projected market equity risk premiums is 4.87%, as shown on Line 7, Sheet 6

of Exhibit_(FJH-10).

As shown on Line 9, Sheet 6 of  Exhibit__(FJH-10), application of

Southwest's beta and the average beta of the proxy group to the average market

equity risk premium of 4.87% results in an equity risk premium of 4.14% for

Southwest and 4.29% for the proxy group of eight Value Line LDCs.

Q. 39 Please describe the derivation of the equity rid( pretoria shown on Line 2, Sheet 5 of

12

1 3

14

1 5

16

17

1 8

19

20

21

22

Exhibit_(FJH-10).

A. 39 For the reasons described supra by Morningstar, an analysis was perfonned, under

my direction and supervision, of the arithmetic mean long-term historical holding

period returns applicable to public utilities, i.e., the S&P Public Utility Index for the

period 1928-2005, inclusive. The long-term average provides a good basis for future

expectations as adj types of events are included, even "unusual" ones. The analysis

is summarized on Sheet 8 of Exhibit_(FJH-10). After die adjustment necessary to

reflect the average equity risk premium applicable to Moody's Baa3 rated public

utility bonds for Southwest, as shown on Line 2a, and AS rated public utility bonds

for the proxy group, as shown on Line 2b of Exhibit__(FJH-10), Sheet 8, the

resultant adjusted equity risk preinia are 3.58% for Southwest and 4.24% for the

23 proxy grwp-
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1

2

3

4

5

Q. 40 What equity risk premier are applicable to Southwest and the proxy group?

A. 40 The resultant equity risk premnia are 3.86% for Southwest, 4.27% for the proxy group

of eight Value Line LDCs based on an average of Lines 1 and 2 on Exhibit_(FJH-

10), Sheet 5 and shown on Line 3 of the same Sheet 5, as well as on Line 6, Sheet 1

of EXhibit_(1r:]H-10)_

6 4. Conclusion of RPM Cost Rates

7

8

9

Q. 41 What are the resultant RPM cost rates applicable to Southwest and the proxy group?

A. 41 As shown on Exhibit__(FJH-10), Sheet 1, Line 7, they are 10.86% applicable to

Southwest and 10.96% applicable to the proxy group.

10 5. The RPM Does Not Presume a Constant Equitv Risk Premium

11

12

1 3

14

1 5

16

17

18

19

20

21

22

23

Q. 42 Does the RPM assume a constant equity risk premium?

A. 42 No. The equity risk premium determined under the RPM varies inversely with

interest rate changes since the prospective bond yield is subtracted from the

estimated market return. Common sense affirms this to be so, due to common stock

investors' expectation of greater returns during periods of declining interest rates and

vice versa. 111 a sense, the equity risk premium is no different than the "g", or

growth component, in the DCF model. The growth component "g" in a DCF cost

rate calculated today, will invariably differ in subsequent time periods due to the

availability of different growth rate data, thereby confirming the reality that the "g"

in the DCF model does change, even though it is presumed to be theoretically

constant. In that regard, there is no difference between the RPM and DCF models,

i.e.,both models assume an expectationally constant equity risk premium and growth

rate, respectively, but in actuality both change regularly.
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1 As  Morin" s ta te s  with re ga rd to the  DCF mode l:

2
3
4
5
6
7
8
9

It is not necessary that g be constant year after year to make the
model valid. The growth rate may vary randomly around some
average expected value. Random variaaons around trend are
pe1 etly acceptable, as long as the mean expected growth is
constant. The growth rate must be 'expectationally constant' to use
formal staasticaljargon. (italics added)

The  fore going confirms  tha t the  RP M is  s imila r to  the  DCF mode l in  the

10 sense that both models contain the assumption of an "expectationally constant" risk

1 1 premium and growth rate, respectively, despite the fact that each varies randomly

around its mean. The mean referred to is the arithmetic mean, thereby indirectly12

1 3 confirming that only the anthmetie mean is appropriate to use when estimating the

14 cost of capital as discussed supra.

1 5 D. Th e  Ca p ita l As s e t P ric in g  Mo d e l (CAP M)

16 1 . Theore tica l Bas is

17

18

Q, 43 Please explain the theoretical basis of the CAPM.

A. 43 The CAPM defines risk as the c variability of a security's returns with the market's

19 returns. This c variability is measured by beta ("[3"), an index measure of an

20

21

22

23

24

individual security's variability relative to the market. A beta less than 1.0 indicates

lower variability than the market and a beta greater than 1.0 indicates greater

variability than the market.

The CAPM assumes that all non-market, or unsystematic, risk can be

eliminated through diversification. The risk that cannot be eliminated through

diversification is called market, or systematic, risk. The model presumes that25

13 4, p- 256.
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1 investors require compensation for risks that cannot be eliminated through

2 diversification. Systematic risks are caused by socioeconomic events that affect the

3 returns on adj assets. In essence, the model is applied by adding a risk-free rate of

4 re turn to  a  ma rke t ris k pre mium. The market risk premium is adjusted

5 proportionally to reflect the systematic risk of the individual security relative to the

6 market as measured by beta.

The traditional CAPMis expressed as:
Re = Rf + 3(Rm-Rf)

Return rate on the common stock
Risk-'dee rate of return
Return rate on the market as a whole
Adjusted beta (volatility of the security
relative to the market as a whole)

Whe re  Re
Rf
Rm

15

7
8
9

1 0
11
1 2
13
1 4
1 5 Numerous tests of the CAPM have confirmed its validity. These tests

16 measured the extent to which security returns and betas are related as predicted by

17 the  CAP M.

18 Th e  e m p ir ic a l CAP M (ECAP M), discussed by Morin, reflects the reality

19

20

that the empirical Security Market Line (SML), described by the traditional CAPM,

is not as steeply sloped as the predicted SML. An empirical study by Morin14

21 indicates that theECAPM should be expressed as :

14 Typical of the empirical evidence on the validity of the CAPM is a study by Morin (1989) who found that the
relatiownslaip bdween the expected ream on a security and beta over the period 1926-1984 was given by:

Return = 0.0829 +0.0520 5

Given that the risk-iiwe rate ova the estimation period was appmoxirnately 6% and that the market risk prexunium was 8% during
the period of study, the intercept of the observed relationship bet veal return and beta exceeds the risk-Bree rate by about%, or
% of 8%, and that the slope of the relationship is close to % of 8%. Therefore, the empirical evidence suggests that the expected
return on a securely is related to its risk by the following approximation:

K = Re +I(/u- RF) + (1 ~r),8(Ru~R19

When x is a Brandon to a be detemninned empirically. The value of x that best explains the observed relationship Return =
0.0829 + 0.0520 B is between 0..25 and 0.30. If = 025, the equation becomes:

K = R,'+ 0.zs(R,4- RF) + 0.75p(R,,- RF)
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K = RF + 0 .25(RM - RF) + 0 . '/5 [3 (Rm - R1=)151
2
3 M01in16 further sta tes:

4
5
6
7
8
9

1 0
1 1
12
13
14
15
16
17
18
19
2 0
2 1
22
23
2 4
25

Some have argued that the use of the ECAPM is inconsistent
with the use of adjusted betas, such as those supplied by Value
Line and Bloomberg. This is because the reason for using the
ECAPM is to allow for the tendency of betas to regress toward
the mean value of 1.00 over time, and, since Value Line betas are
already adjusted for such trend [sic], an ECAPM analysis results
in doublecounting. This argument is erroneous. Fundamentally,
the ECAPM is not an adjustment, increase or decrease, in beta.
This is obvious from the fact that the expected return on high
beta securities is actually lower than that produced by the CAPM
estimate. The ECAPM is a formal recognition that the observed
risk-return tradeoff is Hatter than predicted by the CAPM based
on myriad empirical evidence. The ECAPM and the use of
adjusted betas comprised two separate features of asset pricing.
Even if a company's beta is estimated accurately, the CAPM still
understates the return for low-beta stocks. Even if the ECAPM is
used, the return for low-beta securities is understated if the betas
are iuiderstated. Referring back to Figure 6-1, the ECAPM is a
return (vertical axis) adjustment and not a beta (horizontal axis)
adjustment. Both adjustments are necessary.

Therefore, the ECAPM is a return adjustment, i.e., a y-axis adjustment and

26 does not increase the adjusted beta, which is an x-axis adjustment that accounts for

27 regression bias.

28

29

As a result of the foregoing, I apply both versions of the model (CAPM and

ECAPM) which are contained in Exhibit_(FJH-12), consisting of 3 Sheets.

30 2. Risk-Free Rate of Return

31 Q. 44 Please describe your selection of a risk-fiee rate of return.

LQ., at pp. 189-190.
Ld., app. 191.

15

16
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1 A. 44 My a pplica tions  of the  CAP M a nd the E C AP Mre fle ct a  risk-fre e  ra te  of 5.33%. It is

2 based upon the average consensus forecast of the reporting economists in the July 1,

3 2007 is s ue  of Blue  Chip Fina ncia l Fore ca s ts for the  yie lds  on 30-ye a r U.S . Tre a s ury

4 Notes for the six quarters ending with the fourth calendar quarter 2008, as shown in

5 Note  2 on S he e t 3 of Exhibit_(FJ H-12).

6 Q. 45 Why is  the  ave rage  prospective  yie ld on 30-yea r U.S . Treasury Note s  appropria te  for

7 use as the risk-free rate?

8 A. 45 The yield on 30-year T-Notes is aLmost risk-Hee and its term is consistent with the

9 long-teim cost of capital to public utilities measured by the yields on public utility

10 bonds and more closely matches the long-tenn investment horizon inherent in

11 utilities' common stocks. Moreover, it is consistent with the long-term investment

12 horizon, which is presumed to be infinite, in the standard DCF model employed in

13 proceedings such as these. In addition, Morningstarn states:

A common choice for the nominal riskless rate is the yield on a U.S.
Treasury Security. The ability of the U.S. government to create
money to fulfill its debt obligations under virtually any scenario
makes U.S. Treasury securities pracdcadly default-free. While
interest rate changes cause government obligations to fluctuate in
price, investors face essentially no default risk as to either coupon
payment or return of principal.

* * =1=

14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

The horizon of the chosen Treasury security should match the
horizon of whatever is being valued. When valuing a business that is
being treated as a going concern, the appropriate Treasury yield
should be that of long-term Treasury bond. Note that the horizon
is a function of the investment, not the investor. If an investor plans
to hold stock in a company for only five years, the yield on a 'rive-

11 Stocks. Bonds. Bills and Inflation' 2007 Yearboqk- Valuation Edition, Morningstar, Chicago, IL, p. 59.
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1

2

3

4

year Treasury note would not be appropriate since the company will
continue to exist beyond those five years. (italics added)

5

6

7

8

In summary, the average expected yield on 30-year Treasury Notes is the

appropriate proxy for the risk-free rate in the CAPM because it is almost risk-free

and has a long-tenn investment horizon consistent with utilities' common stocks (not

individual investors) and is thus consistent with the infinite investment horizon

which is an assumption of the standard constant growth DCF model.

9 3. Market Eq\u°tv Risk Premium

10 Q, 46 Please explain the basis for your estimation of the expected market equity risk

1 1

1 2

1 3

premium.

A. 46 I estimate investors' expected total return rate based on an average of forecasted and

long-term historical return rates from which I subtract the risk-free rate. The result is

14

15

16

a market equity risk premium, some proportion of which must be allocated to

Southwest and the proxy group. I make the allocation of the market equity risk

premium through the use of beta because beta is a measure of the risk of a security

relative to the entire market.17

18

19

20

21

22

23

The basis of the projected market equity risk premium is explained in detail

in Note 1, Sheet 3 of Exhibit_(FJH-12). The 3-5 year total market appreciation

projection, when converted to an annual rate plus the market's average dividend

yield, equals a forecasted total annual return rate of 9.60%. The long-term

historical total annual arithmetic mean return rate of 12.30% on the market of large

company stocks is from Table 2-1 of Stocks. Bonds. Bills and Inflation: Valuation

Edition - 2007 Yearbook. The relevant risk-free rate was deducted from the total24
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1

2

market return rate. For example, from the Value Line projected total market return

of 9.60%, the forecasted average risk-free rate of 5.33% was deducted indicating a

3

4

5

6

7

forecasted market risk premium of 4.27%. From the Morningstar arithmetic mean

long-term historical total return rate of 12.3D%, the long-term historical income

return rate on long-term U.S. Government Securities of 5.20% was deducted

indicating an historical equity risk premium of 7.10%. Thus, the average of the

projected and historical total market risk premiums of 4.27% and 7.10%,

8 respectively, is 5.685%, rounded to 5.69%.

9 4. Conclusion of CAPM Cost Rates

10

11

Q. 47 Wha t a re  the  re sults  of your a pplica tions  of the  CAPM a nd ECAPM?

A. 47 The  re s ults  a re  s hown on Exhibit_(FJ H-12), S he e t 1 a nd the  de ta ils  a re  s hown by

12

13

14

company on Sheet 2.

I rely upon the average of both the CAPM and ECAPM cost rates. As shown

on Line 3, Sheet 1 of Exhibit__(FJH-12), they are 10.28% for Southwest and 10.50%

15 for the proxy group.

16 E. Th e  Co mp a ra b le  Ea rn in g s  Mo d e l (CEM)

1 . Theore tica l Bas is17

18

19

20

21

22

23

Q. 48 Please describe the theoretical basis of the CEM.

A. 48 The comparable earnings standard recognizes the fundamental economic concept of

opportunity cost. This concept states that the cost of using any resource - land, labor

and/or capital - for a specific purpose is the return that could have been earned in the

next best alternative use. The opportunity cost to an investor in a utility's common

stock is what that capital would yield in an alternative investment of similar risk.
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The opportunity cost principle is consistent with one of the fundamental principles of

utility price regulation, i.e., it is intended to act as a surrogate for the competition of

the marketplace.

The problem in using returns on book equity (the ROEs) of non-price

regulated companies is determining whether such companies are similar in risk to the

price-regulated utility. The ROEs of other similar, price-regulated firms should not

be relied upon because they reflect the results of regulatory awards which may not

be indicative of what could have been earned in a competitive market. Moreover, to8

9

10

1 1

use such returns as a primary method to establish a cost of equity would be an

exercise in circularity. Consequently, application of the CEM is most appropriately

implemented by examining the ROEs of similar risk, domestic, non-price regulated

firms.12

13

14

15

16

In a more competitive environment for energy utilities, the concept of

observing the rates of earnings on book equity, or net worth, of comparable risk non-

price regulated Buns has greater relevance than ever despite a long regulatory

history for the use of the comparable earnings method. Moreover, the use of ROEs

1 7

1 8

of comparable non-price regulated firms is appropriate because:

(1) Under the rate base/rate of return paradigm, the rate of return

19

20

21 (2)

22

23

(including the rate of return on common equity) is applied to a rate

base measured at original (i.e., book) cost,

As discussed supra, many factors influence market prices other than

company-specific EPS and/or DPS. Thus, when market values differ

'firm their book values, market-based DCF cost rates either understate

47



1

2

3 (3)

or overstate the rates of earnings required on book equity (i.e., the

common equity financed portion of an original cost rate base); and

As also discussed supra,regulatory decisions can influence but cannot

4 control ma rke t price s .

5 2. Application of the CEM

6 Q .

A.7

49 Please explain your CEM methodology.

49 My CEM methodology is set forth in Exhibit_(FJH-13), which consists of four

sheets. Sheets 1 and 2 contain the relevant data for the domestic, non-price regulated8

9

1 0

11

12

13

14

15

16

17

18

19

20

2 1

22

23

companies which are comparable in risk to Southwest and the proxy group,

respectively. Sheets 3 and 4 contain the notes relative to Sheets 1 and 2.

It is criticalto the application of the CEM to select proxy groups of non-price

regulated companies which are similar in total risk to the price-regulated utilities,

i.e., Southwest and the proxy group of LDCs. In each proxy group, the comparable

non-price regulated Erms should be broad-based in order to obviate individual

company-specific aberrations. Utilities should be eliminated to avoid circularity

since the rates of return on their book common equity are substantially influenced by

the rate detenninations of their respective regulatory commissions, many of which

are the result of negotiated settlements and are not truly market-based cost rates.

3. Selection of Market-Based Companies of Similar Risk

Q. 50 Is your application of the CEM market-based?

A. 50 Yes. My application of the CEM is market-based because the selection of the

comparable non-price regulated firms is based upon statistics derived from the

market prices paid by investors. Specifically, I rely upon the betas and related
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1 statistics derived firm Value Line regression analyses of weekly market prices over

2 the most recent 260 weeks (five years). The bases of selection resulted in proxy

3 groups of domestic, non-price regulated finns comparable to Southwest and the

4 proxy group. The average company in each proxy group of non-price regulated

5 companies is comparable to Southwest and the proxy group of LDCs, respectively.

6 Total risk is the sum of non-diversifiable market risk and diversifiable company-

7 specific risks. The criteria used in the selection of the non-price regulated firms

8 we re :

9 1. They are covered by Value Line Investment Survey (Standard Edition).

10 2. They are domestic, non-price regulated companies, i.e., non-utilities.

11 3. Their betas lie within plus or minus two standard deviations of the unadjusted

12 betas of Southwest and proxy group of LDCs, respectively.

13 4. The residual standard errors of the regressions lie within plus or minus two

14 standard deviations of the average residual standard error of the regression

15 for Southwest and the proxy group of LDCs, respectively.

16 Betas are a measure of market, or systematic, risk. The standard errors of the

17 regressions were used to measure each inn's company-speciflc risk (diversifiable,

18 unsystematic risk). The standard errors of the regressions measure the extent to

19 which events specific to a company affect its stock price. Because market prices

20 reflect investors' perceptions of total risk all risk which is not systematic market

21 risk (beta) is reflected in the standard error of the regression which is a measure of

22 total non-systematic risk which is diversyiable. In essence, companies which have

23 similar betas and standard errors of the regressions have similar total investment
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1

2

3

4

5

6

7

risk, i.e., the sum of non-diversyiable market risk and diversu'iable company-

speeyie risk The betas and standard errors result Hom regression analyses of

market prices which reflect all perceived risks consistent with the EMH.

Consequently, the use of those regression statistics results in proxy groups of non-

price regulated domestic Ernns which are similar in total investment risk to

Southwest and the proxy group of LDCs. The use of two standard deviations

captures 95.50% of the distribution of unadjusted betas and standard errors, thereby

8

9

1 0

1 1

assuring comparability of total risk.

Q. 51 Please discuss the projected ROEs of the 23 domestic, non-price regulated

companies, comparable in total risk to Southwest, as shown on Sheet 1 of

Exhibit_(FJH-13).

12

13

14

15

1 6

17

18

19

20

21

22

23

A. 51 After assuring comparability through the use of betas and standard errors as

discussed supra, I reviewed Value Line's five-year projected ROEs for the

companies in the group and performed a test (Student's T-Statistic) to assure that I

would not rely upon any ROE(s) that were statistical outliers. As a result, one

observation in the group was found to be a statistical outlier.

The mean projectedROE, after exclusion of that determined to be a statistical

outlier per the T-test, is 13.98%. However, I also rely upon the elimination of ROEs

20.0% or higher and those below 9.60%. I eliminated those 20.0% or higher because

it is unlikely that any gas distribution utility would be awarded an opportunity to

earn such a rate of return on common equity. Conversely, I also eliminated ROEs

below 9.60% which was the lowest ROE awarded to gas distribution operations of a

combination electric and gas company by any state commission during the period
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1 April 1, 2006 through March 31, 2007. Eliminating all ROEs of 20.00% or higher

and those below 9.60% also resulted in the elimination of the statistical outlier.2

3

4

5

Q. 52 Did you utilize the same procedures to select the 34 non-price regulated companies

similar in total risk to the proxy group of LDCs?

A. 52 Yes, I did. I also utilized the same parameters for forming my CEM opinion of cost

6 ra te .

7 4. Conclusion of CEM Cost Rates

8 Q-

A.

53 What are the indicated CEM cost rates?

9

10

11

53 As shown on Sheets 1 and 2 of Exhibit_(FJI-I-13), my conclusion, based upon

Value Line five-year projected ROEs, 13.42% is applicable to Southwest and

13.88% applicable to the proxy group of eight Value Line LDCs.

12 x. CONCLUSION OF common EQUITY COST RATE

13
1 4
15
1 6
17

A. Conclusion of Common Equity Cost Rate
Must be Based on the Application of Multiple Models
and Consideration of all Risks

18

Q. 54 Please summarize why, in your opinion, the conclusion of common equity cost rate

must be detennined from the results of the application of multiple cost of common

19

20

21

equity models.

A. 54 As discussed supra, the EMH and common sense mandate the use of multiple

market-based cost of common equity models. All of the models I utilized are

22 market-based.

23 1. The  DCF Mode l utilize s  marke t price s  pa id by inves tors .

24
25
226

2. The RPM utilizes the expected market yield on company-specific long-term
debt and the equity risk premium based upon an expectation of the market
equity risk premium.
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3. The CAPM and ECAPM utilize total market returns, and betas which result
Eom each individual stock'smarketprice movement relative to the market.

4. The CEM isbased upon the selection of comparable risk, non-price regulated
domestic companies selected through the use of statistics derived from
regression analyses of market prices paid by investors.

1

2

3

4

5

6

7

8

9 Investors are aware of adj of the cost of common equity models in use and discussed

1 0 in the  fina ncia l lite ra ture . The re fore , be lie f in the  EMH re quire s  a ll of the m be  ta ke n

1 1 into account.

12

1 3

14

1 5

16

17

Q. 55 What is your recommended common equity cost rate?

A. 55 My recommended common equity cost rate is 11.25% applicable to Southwest's

common equity ratio of 45.00%. This rate is based on the application of all four cost

of common equity models to Southwest and the proxy group of LDCs. I gave much

more weight to the proxy group than I did to Southwest. I gave much less weight to

Southwest's cost rates because they are counter-intuitive. Southwest is clearly more

1 8

19

20

21

22

23

24

25

26

27

risky by any objective measure. Its debt is rated a full bond rating lower compared

to the proxy group, based on Moody's bond ratings, i.e., Baan versus AS, and one

and one-third rating grades lower based on S&P's bond ratings, i.e., BBB- versus A.

Also, based on S&P's assigned business profiles, Southwest is more risky at "3.0"

versus "2.3" for the proxy group. (Bond ratings and business profiles are shown on

Sheet 2 of Exhibit_(FJH-10)). Moreover, Southwest's comparative iinancial

performance based on achieved ROEs 1997-2006 shows that Southwest has grossly

underperformed vis-a-vis the proxy group and even to a greater extent in Arizona, as

discussedsuprare Sheet 5 of Exhibit__(FJH-1). In view of lower individual models'

cost rates for Southwest, versus the proxy group's cost rate (as shown on Sheet 2 of
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1

2

Exhibit_(FJI-I-1)) and the recent average awards to LDCs by various state

regulatory commissions as discussedsupraandinfra, it is clear that Southwest's cost

3

4

rates are counter-intuitive and contrary to the risk/return principle. Consequently, I

give significantly greater weight to the cost rates of the proxy group which require

the addition of an additional cost element in order to reflect Southwest's greater5

6 investment risk.

7

8

9

10

11

12

Q. 56 On Line 5, Sheet 2 of Exhibit_(FJH-1), you show a common equity cost rate before

investment risk adjustments, of 11.00% for the proxy group. Please explain.

A. 56 For the proxy group, I gave considerably greater weight, albeit non-specific, to the

results of the risk premiums and CAPM models of 10.96% and l0.50%, as they are

closer to each other and in line wide average regulatory awarded ROE in litigated

LDC cases during the twelve months ended March 31, 2007 of 10.48%, as will be

13

14

15

16

17

18

19

20

21

22

23

discussedinfraregarding Exhibit___(FJH-14). Southwest's risk premium and CAPM

cost rates are, as explained gag, counter-intuitive, i.e., lower than the proxy group

when they should be higher, consistent with the risk/return principle. Consequently,

a cost rate of 11.00% is conservatively appropriate. However, an upward adjustment

is required for the proxy group cost rate of 11.00% because Southwest is more risky

based upon essentially all diversifiable measures of risk including bond rating

differential versus the proxy group.

Q. 57 Please explain the investment risk adjustment you made, as shown on Line 6, Sheet

2 of Exhibit__(FJH-1).

A. 57 An upward adjustment to the proxy group's 11.00% cost rate is required for it to be

applicable to Southwest because of the higher average bond rating of the proxy
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1

2

3

4

group (i.e., Moody's AS vs. Baan for Southwest). The higher average bond rating

reflects the proxy group's superior achieved rates of earnings on common equity

capital attributable in part to a much better chance of achieving the allowed ROEs

because of protection against the vagaries of weather and declining per customer

5 usage.

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

An upward adjustment of  0.31% (explained in Note 5, Sheet 3 of

Exhibit__(FJI-I-l)) is necessary to reflect Southwest's lower Moody's bond rating o f

Baan vis-8-vis the higher average Moody's bond rating of AS for the proxy group.

Bond rating differences alone do not reflect the fact that effectively, most of the

companies in the proxy group have protection against the vagaries of weather and

declining per customer usage, either through weather normalization clauses, some

type of revenue decoupling mechanism or other innovative rate design meant to

alleviate those problems. 111 Arizona, Southwest has not had any protection against

the impact of the vagaries of weather and declining per customer usage on revenues,

earnings and cash flows. That lack of protection surely is a significant factor in

Southwest's more risky S&P assigned business profile of "3" versus an average

"2.3" for the proxy group. The adjustment on Line 6 of Exhibit__(FJH-1), Sheet 2

reflects only the difference in bond rating but not Southwest's more risky business

profile which directly impacts common shareholders' risks. I made no attempt to

reflect Southwest's additional risk attributable to its higher business profile.

Approval of the requested tariff tools will put the Company on a level playing field

with the proxy group. Consequently, after the adjustment of 0.3l%, the indicated

23 cost rate applicable to Southwest based upon the proxy group is 11.31%. As
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

discussed supra I provide substantial weight to the 11.31% cost rate derived from

the proxy group, because Southwest's cost rates are counter-intuitive as they are

contrary to the basic risk/return principle of finance. As a result, my recommended

common equity cost rate is l1.25%, assuming approval of the requested 45%

common equity ratio and tariff tools.

Q. 58 Have you included any provision for flotation costs in your recommended common

equity cost rate of 11.25%?

A. 58 No. As indicated in Mr. Wood's testimony, the substantial increases in common

equity between August 31, 2004 and April 30, 2007 are attributable to shares issued

through the Dividend Reinvestment and Stock Purchase Plan to Employee

Investment Plan, Management Incentive Plan and Stock Incentive Plan, the Equity

Shelf Program and through an increase in retained earnings. Because a majority of

new shares issued were tibrough various employee plans, I have been conservative

and made no adjustment to the common equity cost rate to recognize flotation costs.

xi.  REASONABLENESS CHECK15
16
17 Q. 59 Have you performed a check to ascertain whether your recommended common

18

19

20

21

22

23

24

equity cost rate of 11 .25% is reasonable?

A. 59 Yes. On Exhibit_(FJI-I-14), I show a summary of regulatory awards made to gas

distribution companies by state regulatory commissions during the period twelve

months ended March 31, 2007. As shown, the average authorized rate of return on

common equity was 10.38% relative to a 46.76% common eqrdty ratio for all

awards, including those resulting from settlements. The average award for all fully

litigated cases was 10.48% relative to a 45.92% common equity ratio. I note that
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1

2

3

Southwest's requested hypothetical 45.00% common equity ratio is remarkably

similar to the averages discussedsupra,namely 46.76% and 45.92%.

As can be seen on Exhibit_(FJH-14), the average awarded ROE of 10.48%

4

5

6

7

8

9

10

1 1

in a litigated case represented an average equity risk premium of 459 basis points

(based upon the differences between the authorized ROE and the yield on Moody's

A rated public utility bonds prior to the Order). As shown, with an expected yield on

A rated public utility bonds of 6.60%, a common equity cost rate of 11.19% (6.60%

+ 4.59%) is indicated. Of course, Southwest's bond/credit rating is Moody's Baan

and S&P's BBB- and its prospective bond yield is 7.00% as shown on Line 5, Sheet

l of Exhibit__(FJH-10), which indicates a cost rate of 11.59% (7.00% + 4.59%).

This range of 11.19% - 11.59% confirms the reasonableness of my recommended

1 2 common equity cos t ra te  of 11.25%.

1 3 XII. ADDITIONAL CONSIDERATIONS

14 Q, 60 Are there additional factors the Commission should consider when authorizing a fair

1 5 rate of return, including common equity cost rate, for Southwest?

1 6 A. 60 Yes. It is important Southwest be afforded a reasonable opportunity to improve its

1 7

1 8

19

20

21

22

bond/credit ratings from Moody's Baan and S&P's BBB-, which are at the bottom of

investment grade bond ratings. Another downgrade of even one rating notch would

put the rating(s) below investment grade, i.e., into the Ba/BB category. A below

investment grade rating would be disastrous as it would impede the Company's

access to the capital markets and make capital extremely more costly, if it can be

obtained at all. A public utility must have the ability to access the capital markets on

a reasonable cost basis at dl times because of its obligation to serve customers at all23
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1

2

3

4

5

6

7

8

9

10

times, not just when it is convenient to do so. Southwest, as one of the fastest

growing LDCs in the U.S., has an even more pronounced obligation to meet the

demands of both new and existing customers. If its bond/credit ratings fell below

investment grade, not only would capital cost more, but it might not be available.

For example, during the late 1970s and early 1980s, when capital costs were

extraordinarily high and capital was scarce, many companies, both regulated and

non-regulated, were unsuccessful in raising capital (or all of the capital required) if

they were not of investment grade quality. Consequently, Southwest must be able to

access the capital markets at all times on a reasonable basis, even during

extraordinarily difficult, high interest rate, markets such as the late 1970s and early

1 1 1980s. This can best be accomplished by:

12 •

1 3

Allowing an ROE commensurate with Southwest's risk and affording it a

reasonable opportunity to actually earn it; and

14 •

15

16

Approving the requested tariff tools which M11 afford protection against the

adverse impact of the vagaries of the weather and declining per customer

usage on revenues, earnings, and cash Hows, thereby enhancing the ability to

earn the authorized ROE.17

18

19

20

21 Q.

A.

If the foregoing occurs, I believe that the financial community will respond

favorably which will be reflected in improved bond/credit ratings and lessening of

business risk profile which will result in lower capital costs.

61 Does that conclude your direct testimony?

22 61 Ye s , it doe s .
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PROFESSIONAL QUALIFICATIONS OF FRANK J . HANLEY

EDUCATIONAL BACKGROUND

I am a graduate of Drexel University where I received a Bachelor of Science Degree

from the College of Business Administration. The principal courses required for this

Degree include accounting, economics, finance and other related courses. Ia ma ds o

Certified by the Society of Utility and Regulatory Financial Analysts, formerly the National

Society of Rate of Return Analysts, as a Rate of Return Analyst (CRRA).

PROFESSIONAL EXPERIENCE

In 1959, I was employed by American Water Works Service Company, Inc., which

is a wholly-owned subsidiary of American Water Works Company, Inc., the largest

investor-owned water works operation in the United States. I was assigned to its Treasury

Department in Philadelphia until 1961. During that period of time, I was heavily involved

in the development of cash f low projections and negotiations with banks for the

establishment of lines of credit for all of the operating and subholding companies in the

system, which normally aggregated more than $100 million per year.

In 1961, I was assigned to its Accounting Department where I remained until 1963 .

During that two-year period, I became intimately familiar with all aspects of a service

company accounting system, the nature of the services performed, and the methods of

allocating costs. In 1963, I was reassigned to its Treasury Department as a Financial

Analyst. My dudes consisted of those previously performed, as well as the expanded

responsibilities of assisting in the preparation of testimony and exhibits to be presented to

various public utility commissions in regard to fair rate of return and other financial matters.
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I also designed and recommended financing programs for many of American's operating

subsidiaries and negotiated sades of long-term debt securities and preferred stock on their

behalf either directly Mth institutional investors or through investment bankers. I was

elected Assistant Treasurer of a number of operating subsidiaries in the Fall of 1967, just

prior to accepting employment with the Communications and Technical Services Division

of the Philco-Ford Corporation located in Fort Washington, Pennsylvania. While in the

employ of the Philco-Ford organization, as a Senior Financial Analyst, I had responsibility

for the pricing negotiations and analysis of acceptable rates of return to the corporation for

all types of contract proposals with various agencies of the U.S. Government and foreign

governments.

In the Summer of 1969, I accepted a position with the Financial Division of The

Philadelphia National Bank. I was elected Financial Planning Officer of the bank in

December 1970. While employed with The Philadelphia National Bank, my responsibilities

included preparation of the annual and iiveyear profit plans. In the compilation of these

plans, I had to perform detailed analyses and measure the various levels of profitability for

each organizational unit. I also assisted correspondent banks in matters of recapitalization

and merger, made recommendations and studies for their use before the various regulatory

bodies having jurisdiction over them.

In September 1971, I joined AUS Consultants - Utility Services Group as Vice

President. I was elected Senior Vice President in May 1975. I was elected President in

September 1989. As a result of a reorganization of AUS Consultants by practice effective

January 1, 2007, I am currently a Principal & Director of AUS Consultants.
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EXP ERT WITNES S  QUALIFICATIONS

I have offered testimony as an expert witness on the subjects of fair rate of return

a nd utility fina ncia l ma tte rs  in more  tha n 300 va rious  ca s e s  a nd docke ts  be fore  the  following

agencies and courts: the Alaska Public Utilities Commission and its successor the

Regulatory Commission of Alaska, the Arizona Corporation Commission, the Arkansas

Public Service Commission, the California Public Utilities Commission, the Public Utilities

Control Authority of Connecticut, the Delaware Public Service Commission, the District of

Columbia Public Service Commission, the Florida Public Service Commission, Hawaii

Public Utilities Commission, the Idaho Public Utilities Commission, the Illinois Commerce

Com m is s ion ,  the  Ind ia na  P ublic  Utility Re gula to ry Com m is s ion ,  the  Iowa  Utilitie s  Boa rd ,

the Public Service Commission of Kentucky, the Maryland Public Service Commission, the

Massachuse tts  Depa rtment of Public Utilitie s , the  Michigan Public Se rvice  Commiss ion, the

Minnesota Public Utilities Commission, the Missouri Public Service Commission, the

P ublic  Utilitie s  Com m is s ion  of Ne va da ,  the  Ne w J e rs e y Boa rd  of P ublic  Utilitie s ,  the Ne w

Mendco State Corporation Commission, the Public Service Commission of the State of New

York, the North Carolina Utilities Commission, the Ohio Public Utilities Commission, the

O kla h o m a  C o rp o ra t io n  C o m m is s io n ,  th e  P e n n s ylv a n ia  P u b lic  Utility C o m m is s io n ,  th e

Rhode Island Public Utilities Commission, the Tennessee Public Service Commission, the

Public Service Board of the State of Vermont, the Virginia State Corporation Commission,

the Public Services Commission of the Territory of the U.S. Virgin Islands, the Washington

Utilities and Transportaxtion Commission, the Public Service Commission of West Virginia,

the Wisconsin Public Service Commission, the Federal Power Commission and its successor
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the Federal Energy Regulatory Commission. I have testified before the New Jersey

Division of Tax Appeals and the United States Bankruptcy Court - Middle District of

Pennsylvania with regard to the economic valuation of utility property. Also, I have

testified before the U.S. Tax Court in Washington D.C. as an expert witness on the value of

closely held utility common stock in a contested Federal Estate Tax case.

In addition, I have appeared as a Staff rate of return witness for the Arizona

Corporation Commission, the Delaware Public SeMce Commission and the Virgin Islands

Public Services Commission. Shave testified on the fair rate of return on behalf of the City

of New Orleans, Louisiana, and also acted as project manager for my firm in representing

the City in the 1980-1981 rate proceeding of New Orleans Public Services, Inc. The City of

New Orleans then had, as it does now, regulatory authority with regard to the retail rates

charged by New Orleans Public Service, Inc., for electric and natural gas service. I have

also acted as a consultant to theDistrl'ct of Columbia Public Service Commission itself --

not in the capacity of Staff

I have testified before a number of local and county regulatory bodies in various

states on the subject of fair rate of return on behalf of cable television companies as well as

before an arbitration panel in Ohio and a State District Court in Texas, I have testified

before the Public Works Committee of the Nebraska State Senate in relation to Legislative

Bill 731 which propos e d pe rmitting P ublic P owe r Dis tricts  a nd Municipa litie s  to e nte r the

Ca ble  Te le vis ion fie ld.
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P ROFES S IONAL AS S OCIATIONS ,
P UBLICATIONS  AND GUES T S P EAKER AP P EARANCES

I a m a  Me mbe r of the  S ocie ty of Utility a nd Re gula tory Fina ncia l Ana lys ts

(SURFA), formerly known as  the  Nadonad Socie ty of Rate of Re turn Ana lys ts . I am a

Certified Rate of Return Analyst (CRRA). I am on the Advisory Council of New Mexico

State University's Center for Public Utilities which is endorsed by the National Association

of Regulatory Utility Commissioners (NARUC). I am also a member of the Executive

Advisory Council of the Rutgers University School of Business at Camden. AUS

Consultants - Utility Services is an associate member of the American Gas Association

(AGA) and I am a member of AGA's Rate and Strategic Issues Committee. I am also an

associate member of the National Association of Water Companies and the Energy

Association of Pennsylvania. AUS Consultants - Utility Services is an associate member of

the New Jersey Utilities Association.

I often attend SURFA meetings during which considerable information on the

subject of rate of return is exchanged. Shave so attended corporate bond rating seminars

held by Standard & Poor's Corporation. I continuously review financial publications of

institutions such as Standard & Poor's, Moody's Investors' Service, Value Line Investment

Survey, and periodicals of various agencies of the U.S. Government.

I co-authored an article with A. Gerald Harris entitled "Does Diversification Increase

the Cost of Equity Capital?" which was published in the July 15, 1991 issue of Public

Utilities Fortnightly. Also, an article which I co-authored with Pauline M. Ahem entitled

"Comparable Earnings: New Life for an Old Precept" was published in the American Gas

Association's Financial Quarterly Review, Summer 1994. I also authored an article entitled
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"Why Performance-Based Incentives Are Essential" which was published in THE CITY

GATE, Fall 1995, a rnagMne published by the Pennsylvania Gas Association.

Shave appeared as a guest speaker before an annual convention of the Mid-American

Cable Television Association in Kansas City, Missouri and as a guest panelist on the small

water companies' operation seminar of the National Association of Water Companies' 77th

Annual Convention in Hollywood, Florida. I addressed the Second Annual Seminar on

Regulation of Water Utilities sponsored by N.A.R.U.C., at the University of South Florida's

St. Petersburg campus. I have spoken on fair rate of return to the Third and Fourth Annual

Utilities Conferences, as well as the special conference on the cost of capital in El Paso,

Texas sponsored by New Mexico State University. In 1983 I also made a presentation on

the Cost of Capital in Atlantic City, New Jersey, at a seminar co-sponsored by Temple

University. I have also addressed the Public Utility Law Section of the American Bar

Association's Third Institute on Fundamentals of Raternaking which was held in

Washington, D.C. and I addressed a Conference on Cable Television sponsored by The

University of Texas School of Law at Austin, Texas. Also, I addressed a meeting of the

New England Water Works Association at Boxborough, Massachusetts, on the subject of

Enterprise Financing. In addition, I was a speaker and mock witness in three different

Utility Workshops for Attorneys sponsored by the Financial Accounting Institute held in

Boston and Washington, D.C. I also was on a panel at the 23rd Financial Form sponsored

by the National Society of Rate of Return Analysts. The topic was Rate of Return

Determination in the Diversified and/or PMal1y Deregulated Environment. I addressed the

83rd Annual Meeting of the Pennsylvania Gas Association in Hershey, PA. My topic was



Appendix A
Page 7 of 8

the Cost of Capital Implications of Demand Side Management. In June 1993, I lectured on

the cost of capital at the American Gas Association's Gas Rate Fundamentals Course. In

October 1993, I was a guest speaker at the University of Wisconsin's Center for Public

Utilities -- my topic was "Diversification and Corporate Restructuring in the Electric Utility

Industry - Trends and Cost of Capital Implications." In October 1994, I was a guest speaker

on a panel at the Fourteenth Annual Electric & Natural Gas Conference in Atlanta, Ga.,

sponsored by the Bonbright Utilities Center of the University of Georgia and the Georgia

Public Service Commission. The panel topic was "Responses to Competition and Incentive

Rates." In October 1994, I was a guest speaker on a panel at a conference and workshop

called "Navigating the Shows of Cable Rate Regulation" sponsored by EXNET in

Washington, D.C. The panel topic was "Rate of Return." Also, in March 1995, I was a

Regulatory Process" sponsored by New Mexico State University

gue s t s pe a ke r on  a  pa ne l a t a  confe re nce  e n title d , "Curre n t Is s ue s  Cha lle nging  the

- Ce n te r fo r P u b lic

Utilities. My panel topic concerned the electric industry and was titled, "Impact of a

Competitive Structure on the Financial Markets". In May 1995, I was a guest speaker at the

87th Annual Meeting of the Pennsylvania Gas Association in Hershey, PA. My topic was

"The Pennsylvania Economy and Utility Regulation: Impact on Industry, Consumers and

Investors." In May 1996, I was on a panel at the 28th Financial Forum of the Society of

Utility and Regulatory Financial Analysts. The panel's topic was "Revisiting the Risk

Premium Approach" and was held in Richmond, Virginia. From 1996 through 2005, I

participated as an instructor in 2-3 seminars per year on the "Basics of Regulation" (and the

ratemaking process in a changing environment) and also in a program called "A Step
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Beyond the Basics", all sponsored by New Mexico State University's Center for Public

Utilities and NARUC. In March 2002, I was a guest speaker before the Rate and Strategic

Issues Committee of the American Gas Association in St. Petersburg, Florida. My topic was

Rate of Return Strategies. In December 2002, I was a guest speaker at a seminar entitled,

"Service Innovations and Revenue Enhancements for the Energy Distribution Business"

sponsored by the American Gas Association in Washington, DC. My topic was "The

Impact of Volatile Energy Markets on Rate of Return Strategies". In February 2003, I spoke

at the Rutgers University-Camden, NJ M.B.A. Spencer Series. I addressedM.B.A. students

and interested faculty on the role of the expert witness in the public utility ratemaking

process. In November 2003 and 2004, by invitation, I was a Guest Professor at Rutgers

Unive rs ity Camden for classes of undergraduate finance students, and managerial

accounting students, respectively. In October 2006, Image a presentation entitled "Mergers

& Acquisitions: A Regulatory Perspective" at the Bonbright Center Electric and Natural

Gas Conference at the University of Georgia.
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P RO FE S S IO NAL Q UALIFICATIO NS  O F  FRANK J .  HANLE Y

EDUCATIONAL BACKGROUND

I am a graduate of Drexel University where I received a Bachelor of Science Degree

from the College of Business Administration. The principal courses required for this

Degree include accounting, economics, 'finance and other related courses. I am also

Certified by the Society of Utility and Regulatory Fmancial Analysts, formerly the National

Society of Rate of Return Analysts, as a Rate of Return Analyst (CRRA).

PROFESSIONAL EXPERIENCE

In 1959, I was employed by American Water Works Service Company, Inc., which

is a wholly-owned subsidiary of American Water Works Company, Inc., the largest

investor-owned water works operation in the United States. I was assigned to its Treasury

Department in Philadelphia until 1961. During that period of time, I was heavily involved

in the development of cash f low projections and negotiations with banks for the

establishment of lines of credit for all of the operating and subholding companies in the

system, which normally aggregated more than $100 million per year.

In 1961, I was assigned to its Accounting Department where I remained until 1963 .

During that two-year period, I became intimately familiar with all aspects of a service

company accounting system, the nature of the services performed, and the methods of

allocating costs. In 1963, I was reassigned to its Treasury Department as a Financial

Analyst. My duties consisted of those previously performed, as well as the expanded

responsibilities of assisting in the preparation of testimony and exhibits to be presented to

various public utility commissions in regard to fair rate of return and other financial matters.
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I also designed and recommended 'financing programs for many of American's operating

subsidiaries and negotiated sades of long-tenn debt securities and preferred stock on their

behalf either directly with institutional investors or through investment bankers. I was

elected Assistant Treasurer of a number of operating subsidiaries in the Fall of 1967, just

prior to accepting employment with the Communications and Technical Services Division

of the Philco-Ford Corporation located in Fort Washington, Pennsylvania. While in the

employ of the Philco-Ford organization, as a Senior Financial Analyst, I had responsibility

for the pricing negotiations and analysis of acceptable rates of retmn to the corporation for

all types of contract proposals with various agencies of the U.S. Government and foreign

govenmlemts.

In the Summer of 1969, I accepted a position with the Financial Division of The

Philadelphia National Bank. I was elected Financial Planning Officer of the bank in

December 1970. While employed with The Philadelphia National Bank, my responsibilities

included preparation of the annual and five-year profit plans. In the compilation of these

plans, I had to perform detailed analyses and measure the various levels of profitability for

each organizational unit. I also assisted correspondent banks in matters of recapitalization

and merger, made recommendations and studies for their use before the various regulatory

bodies having jurisdiction over them.

In September 1971, I joined AUS Consultants - Utility Services Group as Vice

President. I was elected Senior Vice President in May 1975. I was elected President in

September 1989. As a result of a reorganization of AUS Consultants by practice effective

January 1, 2007, I am currently a Principal & Director of AUS Consultants.
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EXP ERT WITNES S  QUALIFICATIONS

I have offered testimony as an expert witness on the subjects of fair rate of return

and utility financial matters in more than 300 various cases and dockets before the following

agencies and courts: the Alaska Public Utilities Commission and its successor the

Regulatory Commission of Alaska, the Arizona Corporation Commission, the Arkansas

Public Service Commission, the California Public Utilities Commission, the Public Utilities

Control Authority of Connecticut, the Delaware Public Service Commission, the District of

Columbia Public Service Commission, the Florida Public Service Commission, Hawaii

Public Utilities Commission, the Idaho Public Utilities Commission, the Illinois Commerce

Commission, the Indiana Public Utility Regulatory Commission, the Iowa Utilities Board,

the  Public Se rvice  Commiss ion of Ke ntucky, the  Ma ryla nd Public Se rvice  Commiss ion, the

Massachusetts Department of Public Utilities, the Michigan Public Service Commission, the

Minnesota Public Utilities Commission, the Missouri Public Service Commission, the

P ublic Utilitie s  Commis s ion of Ne va da , the  Ne w J e rs e y Boa rd of P ublic Utilitie s , the Ne w

Mexico State Corporation Commission, the Public Service Commission of the State of New

York, the North Carolina Utilities Commission, the Ohio Public Utilities Commission, the

Okla homa  Corpora tion Commis s ion, the  P e nns ylva nia  P ublic Utility Commis s ion, the

Rhode Island Public Utilities Commission, the Tennessee Public Service Commission, the

Public Service Board of the State of Vermont, the Virginia State Corporation Commission,

the Public Services Commission of the Territory of the U.S. Virgin Islands, the Washington

Utilities and Transportation Commission, the Public Service Commission o f West Virginia,

the Wisconsin Public Service Commission, the Federal Power Commission and its successor
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the Federal Energy Regulatory Commission. I have testified before the New Jersey

Division of Tax Appeals and the United States Bankimptcy Court - Middle District of

Pennsylvania with regard to the economic valuation of utility property. Also, I have

testified before the U.S. Tax Court in Washington D.C. as an expert witness on the value of

closely held utility common stock in a contested Federal Estate Tax case.

In addition, I have appeared as a Stair rate of return witness for the Arizona

Corporation Commission, the Delaware Public Service Commission and the Virgin Islands

Public Services Commission. Shave testified on the fair rate of return on behalf of the City

of New Orleans, Louisiana, and also acted as project manager for my firm in representing

the City in the 1980-1981 rate proceeding of New Orleans Public Services, Inc. The City of

New Orleans then had, as it does now, regulatory authority with regard to the retail rates

charged by New Orleans Public Service, Inc., for electric and natural gas service. I have

also acted as a consultant to the District of Columbia Public Service Commission itself --

not in the capacity of Star

I have testified before a number of local and county regulatory bodies in various

states on the subject of fair rate of return on behalf of cable television companies as well as

before an arbitration panel in Ohio and a State District Court in Texas. I have testified

before the Public Works Committee of the Nebraska State Senate in relation to Legislative

Bill 731 which propos e d pe unitting P ublic P owe r Dis tricts  a nd Municipa litie s  to e nte r the

Ca ble  Te le vis ion fie ld.
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P ROFES S IONAL AS S OCIATIONS ,
P UBLICATIONS AND GUEST SPEAKER APPEA.RANCES

I am a Member of the Society of Utility and Regulatory Financial Analysts

(SURFA), formerly known as the National Society of Rate of Return Analysts. I am a

Certified Rate of Return Analyst (CRRA). I am on the Advisory Council of New Mexico

State Universitys Center for Public Utilities which is endorsed by die National Association

of Regulatory Utility Commissioners (NARUC). I am also a member of the Executive

Advisory Council of the Rutgers University School of Business at Camden. AUS

Consultants- Utility Services is an associate member of the American Gas Association

(AGA) and I am a member of AGA's Rate and Strategic Issues Committee. I am also an

associate member of the National Association of Water Companies and the Energy

Association of Pennsylvania. AUS Consultants-Utility Services is an associate member of

the New Jersey Utilities Association.

I often attend SURFA meetings during which considerable information on the

subject of rate of return is exchanged. I have also attended corporate bond rating seminars

held by Standard & Poor's Corporation. I continuously review financial publications of

institutions such as Standard & Poor's, Moody's Investors' Service, Value Line Investment

Survey, and periodicals of various agencies of the U.S. Government.

I co-authored an article with A. Gerald Harris entitled "Does Diversification Increase

the Cost of Equity Capital?" which was published in the July 15, 1991 issue of Public

Utilities Fortnightly. Also, an article which I co-authored with Pauline M. Ahem entitled

"Comparable Earnings: New Life for an Old Precept" was published in the American Gas

Association's Finaneiad Quarterly Review, Summer 1994. I also authored an article entitled
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"Why Performance-Based Incentives Are Essential" which was published in THE CITY

GATE, Fad] 1995, a magazine published by the Pennsylvania Gas Association.

Shave appeared as a guest sp ar before an annual convention of the Mid-American

Cable Television Association in Kansas City, Missouri and as a guest panelist on the small

water companies' operation seminar of the National Association of Water Companies' 77th

Annual Convention in Hollywood, Florida. I addressed the Second Annual Seminar on

Regulation of Water Utilities sponsored by N.A.R.U.C., at the University of South Florida's

St. Petersburg campus. I have spoken on fair rate of return to the Third and Fourth Annual

Utilities Conferences, as well as the special conference on the cost of capital in E1 Paso,

Texas sponsored by New Mexico State University. In 1983 I also made a presentation on

the Cost of Capital in Atlantic City, New Jersey, at a seminar co-sponsored by Temple

University. I have also addressed the Public Utility Law Section of the American Bar

Association's Third Institute on Fundamentals of Ratemaking which was held in

Washington, D.C. and I addressed a Conference on Cable Television sponsored by The

University of Texas School of Law at Austin, Texas. Also, I addressed a meer of the

New England Water Works Association at Boxborough, Massachusetts, on the subject of

Enterprise Financing. In addition, I was a speaker and mock witness in three different

Utility Workshops for Attorneys sponsored by the Financial Accounting Institute held in

Boston and Washington, D.C. I also was on a panel at the 23rd Financial Forum sponsored

by the National Society of Rate of Return Analysts. The topic was Rate of Return

Detennination in the Diversified and/or Partially Deregulated Environment. I addressed the

83rd Annual Meeting of the Pennsylvania Gas Association in Hershey, PA. My topic was
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the Cost of Capital Implications of Demand Side Management. In June 1993, I lectured on

the cost of capital at the American Gas Association's Gas Rate Fundamentals Course. In

October 1993, I was a guest speaker at the University of Wisconsin's Center for Public

Utilities -- my topic was "Diversification and Corporate Restructuring in the Electric Utility

Industry - Trends and Cost of Capital Ilnplications." In October 1994, Iwis a guest ap er

on a panel at the Fourteenth Annual Electric & Natural Gas Conference in Atlanta, Ga.,

sponsored by the Bonbright Utilities Center of the University of Georgia and the Georgia

Public Service Commission. The panel topic was "Responses to Competition and Incentive

Rates." In October 1994, I was a guest speaker on a panel at a conference and workshop

called "Navigating the Shoals of Cable Rate Regulation" sponsored by EXNET in

Washington, D.C. The panel topic was "Rate of Return." Also, in March 1995, I was a

guest speaker on a panel at a conference entitled, "Current Issues Challenging the

Regulatory Process" sponsored by New Mexico State University - Center for Public

Utilities. My panel topic concerned the electric industry and was titled, "Impact of a

Competitive Structure on the Financial Markets". In May 1995, Iwis a guest spedcer at the

87th Annual Meeting of the Pennsylvania Gas Association in Hershey, PA. My topic was

"The Pennsylvania Economy and Utility Regulation: Impact on Industry, Consumers and

Investors." In May 1996, I was on a panel at the 28th Financial Forum of the Society of

Utility and Regulatory Financial Analysts. The panel's topic was "Revisiting the Risk

Premium Approach" and was held in Richmond, Virginia. From 1996 through 2005, I

participated as an instructor in 2-3 seminars per year on the"Basics of Regulation'(and the

ratemaking process in a changing environment) and also in a program Called"A Step Beyond
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the  Bas icS ', a ll sponsored by New Mexico State Unive rs ity's  Ce nte r for P ublic Utilitie s  a nd

NARUC. In March 2002, I was a guest speaker before the Rate and Strategic Issues

Committee of the American Gas Association in St. Petersburg, Florida. My topic was Rate

of Return Strategies. 111 December 2002, I was a guest speaker at a seminar entitled,'Service

Innovations and Revenue Enhancements for the Energy Distribution BusinesS' sponsored by

the American Gas Association in Washington, DC. My topic was'The Impact of Volatile

Energy Markets on Rate of Return StrategieSi In February 2003, I spoke at the Rutgers

University-Camden, NJ M.B.A. Speaker Series. I addressed M.B.A. students and interested

fa culty on  the  ro le  of the  e xpe rt witne s s  in  the  public  u tility ra te ma king proce s s . In

November 2003 and 2004, by invitation, I was a Guest Professor at Rutgers University-

Camden for classes of undergraduate finance students, and managerial accounting students,

respectively. In October 2006, I made a presentation entitled'Mergers & Acquisitions: A

Regulatory Perspective' at the Bonbright Center Electric and Natural Gas Conference at the

University of Georgia.
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P»0u1hw¢v=t Gas fwvrnnratinn
Summary of Cost of Capital and Fair Rate of Return

Based I Inn a HvpnthetirwU Requlaforv Canifal $tn 1r:f1 Lie

Assuming Approval of the Requested Tariff Tools

Weighted
CostRateType of Capital

Long-Terrn Debt

Ratlos (1 )

51 .00

Cost Rate

7.96 (1 ) 4.06

4.00 8.20 (1)

11.25 (2)

0.33Preferred Equity

Common Equity

Total

45.00

100.00 %

5.06

9.45 %

Notes:

(1) FromSchedule D-1, Sheet 1 of 1
(2) Based upon informed judgment from the entire study, the principal results of which are

summarized on Sheet 2 of this Exhibit.

an
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Southwest Gas CorporatiQrl
Brief summon/ of Common Equity Cast Rate

Line
No.

Southwest Gas
Corporation

Proxy Group of Eight
Value Line Gas

DistributionCompanies

1.

Principal Methods

Discounted Cash Flow Model (1) NMF % 9.92 %

2. 10.86 10.96

3. 10.28 10.50

4.

Risk Premium Model (2)

Capital Asset Pricing Model (3)

Comparable Earnings Analysis (4) 13.42 13.88

Indicated Common Equity Cost Rate
before Investment Risk Adjustments 11.00 % 11.00 %

Investment Risk Adjustment
Due to SouthwestGas Corporation's
Lower Bond Rating 0.31 (5)

Common Equity Cost Rate after
Investment Risk Adjustment 11.00 % 11.31 %

8. Recommendation

e.

5.

7.

NMF = Not Meaningful

See Sheet 3 for notes.
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Southwest Gas Corporation
Brief Summary of Common Equity Cost Rate

Notes:

From Sheet 1 of Exhibit No. __ (FJH-6).

FromSheet 1 ofExhibitNo.__ (FJH-10).

From Sheet 1 of Exhibit No. _ _ (FJH-12).

(1)

(2)

(3)

(4)

(5)

From Sheets 1 and 2 of Exhibit No. (FJH-14).

The 11.00% indicated common equity cost rate based upon the proxy group of eight
LDCs is applicable to the average AS Moody's bond rating of the group. As explained in
Mr. Hanley's direct testimony, Southwest Gas Corporation has greater relative risk than
the eight LDCs as evidenced by the Company's Baan Moody's bond rating. Therefore,
an indication of the magnitude of the investment risk adjustment is based upon the yield
spread between AS and Baan rated public utility bonds. The investment risk adjustment
of 0.31 % equals two-thirds of the average spread between A and Baa rated public utility
bonds of 26 basis points plus one-third of the estimated average spread between Baa
and Ba rated public utility bonds of 43 basis points (from Sheet 4 of Exhibit -- - (FJH-
10)), (0.31% = ( 2/3 * 0.26% ) + ( 1/3 * 0.43% ) = 0.17% + 0.14% = 0.31% ).
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v

Standard & Poor's
CORPORATE

RATINGS CRITERIA

a

I

r



Dear Reader,

This volume updates the 1994 edition of
Corporate Finance Criteria. There are several
new chapters, covering our recently introduced
Bank Loan Ratings, criteria for "notching' junior
obligations, and the role of cyclicality in ratings.
Naturally, the :ado medians have been brought
up to date.

Standard 86 Poor's criteria publications represent
our endeavor to convey the thought processes and
methodologies employed in determining Standard
86 Poor's ratings. They describe both
the quantitative and qualitative aspects of the
analysis. We believe that our rafting product has
the most value if users appreciate all that has
gone into producing the letter symbols.

Bear in mind, though, that a rating is, in the end,
an opinion. The rating extperienoe is as much an
art as it is a science.

mtl̀

Solomon B. Samson
Chairman, Corporate Ratings Criteria Commiwee

LU~¢vI\=l==°n ow~awnw» no u Inman a w mma n n mn n ma
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Utilities
The utilities rUng methodology eneumnpaases two basic went-will have a greater capacity to support its opera-

eompauIamsz budnms risk analyds and Bnandal analysis. sons.
Eviduallon ofindustry characterisda. the utility's position
within that Industry, its regulation. and its management
puuvldes the comeaa far assessing a llrm's flnamdial candi-
don.

Histcdd elnadysls Is a tool for ident.lt§rln\g strengths and
weaknesses. and pwvides a starting point for evalualMng
Bnandal cond|dau\.Budnesspodtionassasnnentisthe
qualitative measwa of a utility's fundamental aadltwor-
tldn . It ram on the forces thatwNl siuape the utilities'
future.

For dedra and gas utilities. distribution by customer
dasslssauUnlzedtoassessthedepthannddlversuyofthe
utility's customer mix. For atample, heavy industrial com-
centradon is vlerwed autlotdy. once a utility may have
dgnlflcant exposure to cyclical vdadlity. Alternatively. a
large resldendal component yields astalale and more pre-
dldalxle revenue stream. The largest utlhty customers are
ldemtllled to determine their Importance to the bottom line
and awes the del: oftheirloss and potential adverse effect
on the utility's llnandal podtlon. Credit concerns arise
when lndlvldud arstornels represent more than 596 of
revenuesihecompanyorindusuyrnngrplayadgnltlcamt
role in the overall economic base of the service area. More-
over. large cusuamers may turn M cogenaatlon or a1telma-
tive power supplla to meet their ena'g,}r needs. potentially
leading to reduced ash flow for the utility (even in mes
where a large customer pays dlsconmted rates and is not a
profitable account for the utility). Customer concentration
Is less significant for water and telecommunication utili-
ties.

Thenadlt analysisd°utilldeslsqulcklyevulvlng.as
udlitiesarn treated less as regulated mnnopallesand more
as eutldzs faced who a host ofchallengeas in a oompetiliva
environment. Marketplace dynamics are supplanting the
puwer ofregdndon. makingltaitlcallyllnportanttora-
duoa casts and/or market now services in order to thwart
enmpetitnrs' inroads.

Gompetitive position
As oompetltlve presumes have Interfiled m the utilities

industry, Standard & Poor"s analyds has deepened to ln-
clude a More thorough review of competitive position.

Electric utility competition

For electdc utilities. competitive odors examined ln-
dude: percentage dhrmwholesale revenues that are most
vuluerelaie to competition: lndustrind load concentration;
exposure of key customers to alternative suppliers: com-
mefdd concentrations: rates for various customer dasesr
rate deign and tlezdbllity; production costs. both marginal
and fixed: the region capacity sxmauan: and tramndsston

oonstralnts. A reglond Roms lS eWdent, but high nests and
rates relative to national averages are alba of dgnliluant
concern because of the potential for electricity substitutes
over mc.

Markets and service area economy
rllssesdng service territory begins wlththeeoonomic and

demographic evaluatlonofthearealnwhlch theuulity has
ltsfranchlse.Strength oblong-term demander the product
is examined Mm a maaoeoonomlc perspective. This en-
ables Standard 8: Poor's m evaluate the affordability of
ratesandthestayingpowerofdemand.

Standard 8: Poor's tries to discern any secular consump-
tion treads and. more importantly, the reasons for them.
Spaclflc Items examined Include the due and growth rate
of the market, strength of the franchise. hlsllodcal and
projected sales growth, income levels and trends In popu-
lation. employment. and per capita income. A utility with
a healthy economy and customer base--as illustrated by
diverse employment opportunities, average or above-av-
erage wealth and income statistics. and low unemploy-

Mounting oompetltlon in the electric utility Industry
dezdves Hum excess generating capacity, lower ba'rlers to
amazing the electric generating business. and marginal
costs :her an below embedded casts. Standard & Poor's
has already wltnesed declining does in wholesale mar-
kets. as dcfacm retail competition Is already being seen in
several parts or the country. Standard 8¢ Poor's believes
that ova the coming years more and more customers will
want and demand lower prices. ldtlad concerns focus on
the largest Mduastrlal loads. but other customer classeeswlll
be lnaeadngly vulnerable. Competition will not neoessar~
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Hy be driven by legldation. Other pressweswlliarlse from axe their tight budgets.) Man. water utilities are not fully
global competition and improving tedmologies. whether Imnmne m the forces d' competition: in a few instances
it be the dedlnlng cost of Incremental generation or ad- wholesale customers can access more than one supplier.
dances in transmission mpaary or substitute energy
souraslike the fuel cell. It ls imposdble to say precisely
when wide-open retail competltlonwill occur: thlswlllbe TheTelecommunlcations Aaol'l996 accelerates the con-
evolutionary. However. slgnllicantly greater competition UMU18 dmallenge to the local exchange companies' (l-Ecs)
in retail markets is inevitable. cenmxy-old monopoly in the local loop. Competitive ac-

_ cess provldas (CAPs). both lhdlltles-based and resellers.
Goo utility compethlon are aggressively pursuing customers. generally eargeung

Similarly. gm utilities are analyzed with regard to their metropolitan emu. and promising lower rates and better

competitlvestelldinginthethree nzslorareasddernalnd: service.
resldelltiil.¢°h'IHIl1erdnl.lndlndustl1al.Allltlloughregu- Mostlong-dlstancecallsarestlllodglneledand lelrml»
Ima as holders of "Wendy power. natural gas urN res named on the local telephone company network. To com-
haw/e for some time been actively competing for energy plate such a cal\. the longfdlstance provider (including
markasharewlthfuel oll,eledrldty.cosl.sular.wood.etc. AT8rT. MCI. Sprint and a host of smaller interexchange
The long-term staying power of marker demand for man- carriers or "DXCs") must pay the local telephone company
ralgascannotbetakenforgl'anted.Infact.astheeledrlc asteep"access"feetoccrnpensatethelocalphonecom-
utility industry restructures and reduces costs. eledrlc party for the use of its local network. CAPs, in contrast.
power will become more cost competitive and threaten build or lame fadlltles that directly connect customers to
certain gas markets. In addition. independent gas market- their long-distance carrier. bypassing the local telephone
ere have made greater Inroads behind the dry gate and are company and avoiding access fees. and thereby can offer
competing for large gas uses. Mcreofver, the recent trend lower long-dlstannoe rates; But the LaCs are not standing
bystateregrlalorstoumbundleutllityservlceslsueaung sttlktheyare coml:atlngthelossofbus1nesstoCl4\Psby
oppourtunltles for outsiders to market niche products. Dis- lcweringaccessfees. thereby redudngtheeconomic Incen-
trlbutcrs still have the upper hand. but those who do not five for a high usage long-dstance arstcmerto use a CAP.
reduce and control costs, and thus rates. could find com- LECs are attempting to make up for the loss of revenues
petition evermore dllllcult. from elver access fees by tnaeaslng basic local service

Natural gas pipelines are judged to carry a somewhat rates (or at least not lowa-Ing them), since bade service is
higher business rlslt them distribution mm91m188 because far less subject to competition. I.ECs are improving oper-
they face competition in every one of their markets. To the acting eflldeney and marketing high margin, value-added
extent a pipeline serves utilities versus lndustdal end users. new services. Additionally, in the wake of the Telecommu-
its stability is greater. Over the Mela Bve years. pipeline nicatlons Act. L8~c will capture at leastsume clothe inter-»
coumpedtlonwill lleatup once manyservlcecomractswlth LATA long-distance l'narket.AsaresMollthese Mitiatives,
customers are enquiring. Most dlstrlbutur or end-use cus- LECscont1nuetorebulld themselves--llromthet.radltlonal
corners are looking to reduce pipeline casts and are work- utility monopoly to leaner, more marketing dented or-
ing to Improve than load new to do so. Thus. pipelines sanuauw- '
wUlltketyNndudMlmlttorecomraaallcapadtym WhlleLECs.and1ndeedallsegmelttsdthetelecomnm-
coming years. Being the pipeline of choice Is a function of nlcatlons sector, face lnaeadng competition, there are fa-
altractlve trarmportatlorl tales. dlvuslty and quality of voreble mdusuy Ealncrs that tend to offset hdghtened
servlcesprowddedmnd capacity avallablelneach particular buslnessrlskandauga for overallratlngsstability for most
market. In all cases though. periodic discounting of rates LECs. lmpodantlytelecommunlcatlonslsadecllnlng-cost
to retain arstomers will occur and put pressure on profit- budness. With increased deployment d fiber optics. the
ability. oostdhansporthasfallen dramallcally and digital switch-

ing hardware and software have yielded more capable.
Water utility competition trouble-free and cost-eflldent neavunet As a result. the

As the last true utility monopoly. water utilities face very cost fretwork maintenance has dropped sharply, as illus-
little competition and there lscurrentlynochallengetothe traded bathe ratio of employees per 10,000 access llnes, an
continuation ofliranchlseareas.TheonlyemoeqJtlonshawe dtdted measurementofeilldency.Ratlosaslowas25
been cases where investor-owned water companies have employees per loJl00 lines are being seen, down from the
been subject to condemnation and munldpallzallon be- typ1cal40 or more employees per10.000 ratio of only a few
causeofpoclursa'vloeorpolttlcal motlvalions.lntha\tre- yearsago.
god. Standard & Poor's pays close attention to costs ad in addldon, networks are far more capable. They are
rates In relation to neighboring utilities and national aver- Inaeaslngly dgltally switched ad able to accommodate
ages. (lncontrast. the privatization ofpubltcwater fadlltles high-speed comnmnlcaltlons. The Infrastructure needed to
has begun. albert at a slower pace than antldpated. This Is accommodate switched broadband services will be built
occurring mostly in the form of opelratlng contracts and into telephone networks over the nerd few years. These
public/private partnerships. and not in asset transfers. advanced networks will enable telephone companies to
This trend should continue as dues look for ways to hal- look to agreatervariety ofhlgh-margin, value»added serv-

Telephone competition

to
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ices. In addition to those current services such as call
waitlngor l:a1lerrID.th8 delivery dhundredsofbroadcast
andinteractivevldeoclmnnelswillbepossll:le.Whllethese
services offer the pntentlal of new revenue streams. they
willdnmultaneouslypmesentafurnudablechallenge.LECs
wlll beenteringthe new (totem) arena ofnmltimedia
entertainmentandwillhanvetodevelopeuqaertiselnmar-
ketlng and entertainment programming axmen; such
ddllsstsmd1nsharpcontrasttoLECs' tradltionalstrengths
in engineering and customer service.

once. In essence. favorable nuclear operations offer signifi-
aant upportunltles hut. If a nuclear urdt runs poorly or not
atall.tho axrendancriskscanbegreat.

Operations of  gas ut i l i t ies

For gas pipeline and distribution companies. the degree
ofplantutlllzalion. the physioalooulditlonoftlmmalnsand
lM¢s} adequacy ofstorage to meet seasonal needs. 'lost and
unaooounted for" gas levels, ad per-unit congas operat-
Ing and oonstructlon costs are knportant faders. Eflidency
statistics such load factor. operating mosts per customer.
and operating tnoome per employee are also evaluated M
oomparlson to their utllltl and the industry as a whole.

Operations of  water ut i l i t ies

As a group, water utilities are continually up»gradlng
their physical plant to satisfy regulations and no develop
alddlt! l:ma! supply. Over the neon decade. water system
will Increasingly face the task of malntalnlng compllanuB.
as drinking water regdatlons change and ltdrastructure
ages. Given that the Safe Drinking Water lluztwas author-
ized in 1914. the first generation of treatment plane built
to conform with these rules are almoa20 years old. Addi-
tionally. because the foals duding this period was on sat-
lsfying environmental standards. deferred maintenance of
distribution systems has been common. especially In older
urhanareas.The lncreaslngcostofsupplylng treated water
argues against the high level of unaccounted for water
witnessed in the industry. Consequently. Standard &
Poor's antldpates capital plans for rebuilding distribution
lim and major renewal and replacement efforts aimed at
treatment plants.

Operat ions  d telephone eompanles

For telephone eounpanies. east-of-savlce analysis fo-
arses on plant capability and measures of etfldency and
qualltydService.Plantcapabdlitylsasoertadnedbylonldng
at slud\ parameters as percentage al' digitally swltdled
lines; f iber optic deployment. in particular in those por~
sons of the plant key to network survival; and the degree
of broadband capandty fiber and caudal deployment and
btualdband switching capacity. EMciency measures ln-
dude operaUng margins. the ratio of employees per 10.000
acres lines. amid the extent of network and operations
consolidation. Quality of service encompasses examina-
don ofquantttatlve measures. such as twulmle reports and
repeat servloa calls. as well as an assessment of qualitative
factors. that may Induce service quality goals mandated
by f¢Bu|H¢°*8-

Upemtions
Standard & Poor's focuses mm the nature of operations

from the perspective of mast. reilabillty. and quality at'
service. Here; emphasis is plaoed on thoseareasthaltre-
qulremanagementattentlonlntermsof tlmeormnneyand
which. If unresolved. may leal to political. regulatory. or
competitive problems.

Oparatians of  electric util it ies

For electrics, the status of  util ity plant inv :men Is
reviewed with regard to generating plant avallznhlllty ad
utilization. and ds foroompllance with eldstlngand non-
tamnplaled envkunmental and other regulatory standards.
The record of plant outages. equivalent avallalhlllty. load
factors, healtrates,and capacltyfactorsareeuamlned Also
important b eftldency. as derma by total megawaix hour
per employee and customers per employee. Transmission
interconnections are evaluated In terms d' the number d
utll1tlesu>w theutllitylnquestlonhasaooesmtheeost
structures and available generating capacity of these other
utilities. and the purloin paid for wholesale power.

Because of Mounting competition and the substantial
escalation in decommissioning estimates. slgnlf lwnt
weight is given to the operation of nuclear fadlltles. Nu-
clear plantsare becomlngmorevudneralbletohlgh produc-
t ion ooasthatmakethdrralesuneoonomlc.Slgnlt lcant
asset concentration may euqaosethe utllltyto poorpedonn-
anne. unscheduled outages or prelnanue shutdowns, and
large defezralsorregulatoryawets thatmayneedtobe
writ ten of f  for  the udlUytoremalneompetlt lve.Also»
nuclear facilities tend to represent dgnlllcant poltlons of
their operators' generating capability and sets. The loss
of a productive nuclear urdt ham both power supply mud
rata bass can interrupt me revenue stream and meats sub-
stnntial additional coetsfor repalns and impcuvexnents and
replacement pawn. The ability no keep these stations mn-
ning smoothly and economically deedly Inf luences the
abilltyho meetelecoicdemaod.thestnsbdlityofrevenues
and costs.end.byeudendon,tl1eahi]itytolnaintalnade-
quote aedltvvocthiness. Thus. economic opeuauon. safe
operation. and long~term operation are examined In depth.
Specifically, emphasis iS placed on operation and mainte-
nanoe costs. bulbar mosts. fad costs. refueling outages.
forced outages. plant statistics. NRC eweluauons. the Pv-
tentld need for repairs. operating licenses, decommission-
ing estimates and amounts held in external trusts. spam
fuel storage capacity, and management's nuclear expai-

Regulation
Regulatory rate-setting actions are reviewed on a case-

by-casehasdswlth regard to the potential effect on medit-
worthiness. Regulators' authorizing high rates of return is
otlinle value unless the returns are earnable. Furthermore.
allowing high returns based an noncash items does not
benellt bondholders. Also. to be viewed positively. regula-
tary treatment should allow coudstent performance from
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dustrlal P81854 and the general suppoartiweness d' uunstnlc-

Water lndusmry regulatlan

lncludve 'ratings' for regulators.

legislative tlmelalzla Ia effect the 1986 amendments to the

mes involved in site and federal regulation. These can

ness. such 8 competitive entry, environmental and safety

onthebaslsofpubllcllealth.Amuratndumonthsprom-

pated.

Telecommunications industry regulation

whether regulators, both stale and federal. will help or

TheralsmucbthattegudatawseandmfromallocaUngeosts

rams-balsedxataohemmorscmeformofpuiueoapmedra-

Under traditional rata-making.mes and eaminges are
sufildent Hnandal incentive no encourage the rated com-

justifying casts than for containing them. Moreover, :no

Iledble when responding to competitive pressures of a

Where regulators do still set tariffs based on all author-

other snmtes.
In gemewl. a regdannmyjurisdicdon is vlerwed favorably

ems at competidva levels. In addition to performance-
andtheauthnuized renlrn.SIlwa regulamsry ovendghtnms

rates premised on the value of customer serve. Such rates
lures. Stlandard8¢ Pbour's probesbeeyund the apparent regu-

regulation on the rated company.

Ma n a g e me n t

importance to the analytical process sinus management's

pedodtopedod, given the Importance ofilnandal aabtlny competitive if they are to sustain current levels of bond-
as a rating consideration. holder protection.)

The meets nth Rh enmmisd dEl;M £ md; smm Naturalgas lndustry regulation
commission headquarters. demonstrating the importance Inthegaslndustry,to0. severalstatecommlsslon polldes
Standard 8¢Pcor's placeson the regullatory arena for a'edlt waugh heavily m the evaluation of regulatory support.
quailty evaluation. Input from these meetings and from Examples include stabilization rnedwmnlsrnstoadjust reve-
review of rate orders and their impact weigh heawlly in hues for changes in weather or the economy. rate and
Standard 8: Poor's analysis. service unbundling Dec:lslolls. revenue and cost adloeatlon

Sgan¢1"»¢j 8: Poor's does not raman I'!8n]a¢0IV conlmls- between sales and lxansportatlon arstomets. tleldble ln-
sions. State commissions typically regulate a number of
averse industries. and regulatory approaches to different don costs and gas purchases.
types of companies often differ within a dongle regulatory
judsdh:tiol1L'llhl:§makesltallbutlml3ossibl to develop

e In all water fumy activities. federal and state elwlron-
Standard &Poor's evaluatlon ofregulaUon alsoencorn- mental regdaltions continue to play a mural Ede. The

P the ve. judldal. and Le Safe Drinking Water' Act of 1974 was qulteaggresslve. But

affect race-setting activities and other aspects of the busl- »";_;~;;1 ?d"3g;'8w»8h to acuragnslowed Warn
p e years org y 8

N14 faddy suing, and securities 88118 that the stringent, costly standards have not beenjustilled

As theutlllty indusuyfanesanlncreaslngly deregulated .environment. alternatives to traditional l-m.mal¢lng are ulgatlon of slgnilluant new environmental rules is antid-

becoming more cdtlcal to the ability of utllldu no elfeo-
tively compete, maintain earnings power. and sustain
uedltur procession Thus. Standard & Pluuar's focuses on me the ad as in ng d a-

h1m19 mines the d um eater co Tm son. analysis of  regulation of telephone operators will
u as Y are expose 8 ' on. fundnuezbe =g;_;vd==g»s determinant ff;883-;°==e=b1;

to moracaptivearstnmerstoallnwlngpndngtlexlladl- ume. me °wsu1=t1°nnwly e r
tty-and somstlmesjust stepping out of the way. The f  . ms to whether the

regdatory framework-no maker which type-prulvldest1edtotheamountot°lnvestedcapitalandtheeostof
oaplta|l.'l̀ |1lsconsometln|esreward companiesmuuefor panytomalntdnttsquedltyofsavlceandtoupgradelts

planttoaeoommodate nerwservlceswhllefadnglnaeadng
current regulatory pollda do not penman utilities to be competition from wireless"operators and cable television

deregulated market. Lackanouuh tarllfsfor electric udll- °° " ' s.

tiesloaylunelarge custnmerstowhal cheaper powafrom Ired return. Standard 8: Poor's strives to explore with
regulators t"»8w of the »t=;>f-»=~="» °;a*;;p°"°"*= that
a r m r P 818U8W81-1 'Y 83-lfitpamltsearnlngaretumbasedontheahllltytosustaln Spedllcallytheselncludetheallowablebaseuponwhieh

theauthodzed neturncanbeeamed.all a l l user.
halsedwvvardsorpellaltles.fledble planseomddlnclude cw e

market-based rates. Fa" caps. index»based price. and the got from strict. advasarlal rdetionships with the
re a t e  o  r a t ! com es h l  w r d -

morednseiymirror thecompedtlveenvlrunmenttbatutlli- 8111 Pa " S to hIs  Y PP° ve P05
des are ¢°l1ft°I1l=lI\8~ oratory environment to ascertain the actual Impact of

Electric industry regulation

The ability to enter Into long-term arrangements at ne-
gotiated rates without having to seek regdatory approval
for ear eontraa is also important in the eledrlc Industry. Evaluating the management of a utility is of paramount
(While wultracdngat redueed ratee oonstralns llnandal s
performance. it lewes the potential adverse impacting the abilities and dedslons atfea all areas of a company s op-
event of retail wheeling. Since revenue losses associated erations.While regulation. the economy, and other outdde
with the strategy are notlikely to be recovered from rate-
payers. utllitla must control easts well enough to remain management that detemalnes the success al' a company.

factors can influence resells, It is ultimately the quality of
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With emerging competition. utility management will be
lNOl*B d9S€|ySU'I.\Ul'|IZ&d byStandal'd&Poor'sandwlll
become an Increasingly Mud component of the credit
eveluadun. Management strategies can be the key determi-
nantlndlB`erentlatlngutilitlesand in establlshlng whesre
counpaul l le onthebus lnesspodt . ionspec t rum. l t is
imperative that management; be adaptable, aggressive.
and plualdiveif tlmdr utilitlesaretobevlaialeinthefuturez
this is espeddly Important for utilities that are currently
uncompetitive.

Theassessmentofmanagementisaueompllshed through
meetings. conversations, and :eWers of company pimps. It
is based on sudl factors as telnue. lndustxy eupaience.
grasp oNndustrylssues. knowledge ofeustnmelsand their
needs. knowledge of competitors, accounting and Enanc-
ing practices. and commitment to credit quality. Manage-
ment 's  abi l i ty and wi l l ingness to develop workable
strategy to address thdr systems' needs, to deal with the
competitive pressures of free market. to earecure reasonable
and effective long-term plans. and to be proactive M lead-
ing their utllltleslntothe future are alssessed.Management
quality is also indicated by thoughtful balancing ofpubllc
and private priorities. a record of credibility. and dfectlve
commglnlr:allonwitl1d1epubllc,regulatory bodles.and the
llnandal oomrmmlty. Boards of dlreaors will receive ever
more etlentlon with reaped to their role in setting appro-
prmg management Incentives.

W ith competition the war word. Standard & Poor's
also focuses on nlanagement's efforts m enhance flnaudal
condition. Management can bolster bondholder proledlon
by tanldnganynumberofdscretlouaryactlons.suchas
selling common equity, lowedng the common dividend
piurvut. and paying down debt. Also important for the
electric industry will be cleadvlty in entering into stxateglc
alliances and working partnerships that improve ef ll-
dency,suchascentraldispatchlngforanunmberofutllities
or locking up at-rlsk austomets through long-tem: con-
trade or expanded tleadble pricing agreements. Proactive
nxanangement teams will also Zak dternauves to tradi-
dumni rate-base, rate-of-retum Tate-making, move Te adopt
higher depredatlnn ems for generating fa»dlltI£s. segment
wstomers by individual market preferences, and attempt
to death supezlnr suviee nrgamlzatlons.

In general.1nntmagement's ahllitytorespondtomnuntlng
compedllonand changes in the utility indusuylnaswlN
and apptopdate manner will be neenessaty to maintain
credit health.

reserve margins. fuel mix, fuel contract terms. demand-
slde nnanangement ted\nlql1€s. and purchased power ar-
rangaments. The adequacy of generating margins is
examined nationally. regionally. and for each Individual
company. I-luwever. the reserve margin picture is mud-
died by the Imprecise nature olpeak-load growth forecast-
Ing, and alsosupplyunneNalnty nelatingtosuchthlngsas
Calnadlan capacity avacllabdlity and potential plant shut-
duwns due to age, new NRC rules. add ram remedies, fuel
shoartagm problems assudalted with nomradltloud tech-
nologies. and so forth. Bven apparently ample :war-ves
nnagr not be what they seem. Moreover. the quality of
capacity is just aslrnportantasthedze ofreservea Com-
panles' reserve requirements dltfer, depending upon indi-
vidual operating dlaractedsdcs.

Fuel diversity prafvldes fleldbllity in a changing environ-
ment. Supply disruptions and pUre hikes can raise rates
and ignite pelltlcal and regulatory pressures that ultl-
mately leal to erosion In llnandal performance. Thus. the
ability to alter generating sources and take advantage of
lower cos fuels is viewed favorably.

Dependence on any dongle fuel means exposure to that
fuel's problems: eleotrlc utilities that rely on oil or go lace
the potential forshortages and rapid price Ina-eases: uNli-
des that own nuder generating fadlltles face escalating
costs for decommissioning: and coil-fired capacity entails
environmental pnrclalems seeming ti-om concerns over
add :an and the 'greenhouse effect."

Buying power from neighboring utilities. qualifying fa-
dlity projects. orindependent power producers may be the
best choice for a utility that faces inereadng electddty
demand.Tl\ere hasten agrowlngreilance on purchased
power arrangements as an alternative to new plant con-
strudlon. Tbls can be an Important advantage. dune the
pmurhaslng utility avoids potential construction can over~
runsaswell asdsldng substantial capital. Also utilities can
wold thellnaxuzlalrlsltstypltcalofa rnultlyear construction

program that are caused by regulatory lag and prudence
relvlefws. Furthermore. purchased power may enhance
supply tleadhdlllty, fuel resource dlvaslty. and maximize
load factors. Udlitles that plan to meet demand projections
with a pordollo of supply-side options also may be better
able no adapt to future growth uncertainties. Notwith-
standing the benellts of purchasing, such a strategy has
asks associated with it. By unsung into a Brm long-term
purchased power contract that contains a ilxed-oost com-
ponent, uttlltles can Mmf substantial market. operating.
regulatory. and tlnandal risks. Moreover. regulatory treat-
ment of purchased power removes any upside potential
that might help outset the rlslts. Utilities are not compen-
sated through Inoentlve rate-making; rather, purchased
power is recovered dollm'~for-dollar as an operating ex-

To analyze the flnandal lmpaa of purchased power,
Standard & Poor'sfltst cakulates the net present value of
future annual capacity payments (discounted at 1096). This
represents a potential debt equivalent-the oltibalance-
sheet obligation that a utility incurs when tr enters into a
long-term purchased power contract. However, Standard

F u e L  p o w e r ,  a n d  w a t e r  s u p p l y

Asasment of present and prospective fuel and power
supply is critical to every electric utility analyds. while
gauging the long-term natural gas supply position for gr sense.
pipeline and distribution companies and the watt re-
snmrzesofawaterutilltyisequally lmportant.Ther'elsno
similar arralytiral category far telephone utilities.

Electric utilities

For electric utilities emphasis is planed on generaltlng

so
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8: Poor's adds to the utillty's balance sheet only a portion
of this amount, rwuugnldng that such a contractual ar-
rangement is not entirely the equivalent Cd' debt. What
peraentauge is added is a function al' Standard & Pour's
qualitative amalyds of the spedflc contract and the euateut
towhlchmarket,uperalting,andregulatnaryrisksareborna
by the Arny (the ask 8441- For unconditional. take-on
pay eonuaeu. the risk factor range B from40%-80%.wlth
the avexage hnverlxngaround 60 Alawerrlskt`actoris
typically MM for system purchases from eoal4lrad
utilltlesand ahigherrlskfadnrlsusuallydedgnatedfor
unit-speclhc nuclear purchases. The lunge for taI<e-and-
pagy perfonnanee obligations is between 10%-50%.

Having adequate treated water storage facilities has ba-
come Important in recent years and has helped many
systems meet demands during peak summer periods. Of
interest is whether the resources are owned by the utility
or purdlased from other utilities or local authorities. Own-
Ing properties with water rights provides more supply
secudty.ThlsisespedallysolnstateslikeCallfornlawhere
water allocations me being reduced. particularly once re-
cent droughts and environmental issues have created
alarm. Since M primary cost forweter companies is treat-
mennltmakesllttle dlfferencewhetherrawwaterisowned
or bought. In fact, compliance with federal and state water
regulations is vey high. and the overall cost to della
treated water to consumers remains relatively afiondahle.

Gunn utilities

Asset concentration in the electric
utility industry

In the elatrlc industry, Standard & Poor's follows the
operamlons ofrnajorgeIuuaNng fadlitlesto assessifthey are
well managed or troubled. Slgnlhcant dependence on one
generating facility or a large llnandal investment in a
dongle asasuggeszs h1gl\rlsk.Thedzeor magnitude do
particular asset relative to total generation. net plant in
service. and common equity is evaluated. Where suntan-
rid asset concentration eudsts, the Hnanclal prollle of a
company many experience wide swings depending on the
ossa's performance. I-leawy axer concentration is most
prevalent among utilities Mth costly nuclear units.

Earnings protection
In thlsategnry, pretaxeash lneuune coverage of dl inta-

estcharges is the primary rata For this calculation. allow-
ance for funds used during construalon (AFUDC) is
remnlved from income and inmates: expense. AFUDC ad
other such nonealsh items do not prnvlde any protection for
bondholders. To identify total interest expense. the analyst
redasdiles certain operaMng expires. The interest corn-
ponent of various oil'-balance-sheet obligations. arch as
leases and some purchased-pawerconuants, lsinduded In
Interest expense. This pruvvldes the mea dared indlrztlon
of utility's ability to sewiee its debt burden.

While considerable emphasis in awesdng edit protec-
don Is placed on eovaage Inline. dais measure does not
provide the entire earnings pmrolectlon laure. Also impor-
tant are a company's earned returns on both equity and
capital. measures that highlight a Ilium's earnings perform-
anne. Condderatlon is given to the interelctlon of embed-
ded costs. flnandal leverage, and pretax return on capital.

For gas dlsulbution utilities. long-mamsupdy adequacy
obviously is cdtlril. but the supply Ede has become even
morelmportantlnaedltanalyslsalnoethe Fede1r8l Energy
Regulatory Commlsslol\'s Order 636 eliminated the Inter-
state pipeline merchant loudness. This thrust gas supply
responsibilities squarely on loaf gas distributors. Stand-
ard &Poor's has always believed dlstxnlhutnrmanagemeut
has the expanse and wherewithal w perform the job well,
butthedatsaredgnlflcantslncegascoslsaresuchalarge
percentage of total utility costs. in that regard. it is Impu-
tantforutllltlestogetpreappurovalsotsupplyplansbystate
reguluurs or atleast keep the stalfand eomrnlsslonas well
lnlbrmed. To ninlrrdze asks. a well-run program would
dlverdfjr gas sources arnoulg different produces or mal'-
keters different gas basins M the U.S. ad Canauda. and
dlierent pipeline router. Main, purchase oontrads alloruld
befimnwltvz minimalta1<e-or-paypruvlsions.andhame

dees dad no an Industry Index. A modest percentage of
loxed-price gas Is not unreasonable Contracts. whether of
gas purdrases or pipeline capacity. should be Intermediate
term. Stagger-ing contract eaqalrations (preferably annu-
ally) provides an opportunity to be an active market player.
A modest degree of reliance on spot purchases proved
flexibility, as does the use of market-based storage. GB
sloiage and on-property gas resources suds as llquetled
naluralgesorpwpanmatrareeffectlve peak~deyand peak-
season supply management tools.

Sincepipelineoompanlesnolongabuyandsellnaturel
gas and ere just common earners. connections with haded
reeuvebazsinsend menyweM tlmsebedxsaleM
greatlmportanee.Dlverslty ofsources helpsullSettherlslts
arising from the natural production declines eventually
expaleneed by all resave beans and individual wells.
Momreuver. such diversity can enhance a p1p81m¢8 aman-
tlvenessesatrensrpeurtarofnaturalgasto distxlbutnesand
endlwasseeldngtobuythemosteeononrlcalgasavellahle
for their needs.

Water utilities
Nearlyallwatasysl:emstlueughouttheU.S. have amps

long-term water supplies. Yet to gun comfort. Steward an
Poor's assesses the production capability d treatment
plants and the ability to pump water from underground
aquifers in relation to the usage demands from consumers.

Capital structure
Analydng debt leverage goes beyond the balance sheet

and havers quasar-debt items and elements of hidden Bnan-
dd leverage. Nmwapitallzed leases (including saleAease-
back obllgallncns), debt guarantees, neeelvables llnandng,
and purchased-power contreras are all considered debt
equivalents and are reflected as debt in calculating capital

34
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Cash flow adequacy

paurtofpemanentcapltalwhenitlsusedasahrldgato
pennaneut llnandng. Seasonal. selllllquldanng debt is ac-
cluded fromtha pennanent debt amounNbutthlssltuatlon
is rare--with the exneptlnn of cwertam gas utilities. Given
U181011818M8 0$ M e@» H4HMd MEW
expose three eompanl to Interest-nate volatility. remar-

ligated to pay aminlmum capacity charge. The ratio used
iS funds hum operations plusmumad ¢8p881¢y pay-
ments divided by interest plus capacity payments.

level is viewed as wmsually

A layer of preferred stock in the capital structure Is
usually viewed as equity-since dividends are discretion-

ion for purovidas of debt capital. A preferred component

structure nuns. By making debt level adjustments. the
analyst cm mmpara the due of leverage used by each

udllty company. ° % " ; " 2 % " ; ; p X , 3 %Furthamcre. assets are examlnad to Identify underval- 8 s ern Y re a ve Ne a
ed eompcnentofaedltanelyslsbecauseittnkescashtopagru or overvalued Items. Asks of questionable value are

ufmunmd to mere accurately wampum asset protection. expenses,fundcapital spending, pay dvldeuds. and make
Suurueilrmsuseshort-termdebtasa ant l luerestandprlndpalpaymems.Slncebothcommonandpenman piece of

:neo eapml suueuue. shun-asm deb: amen as cunddered wpual mdfk am »nam » m 8 3 m
measures both before and after dividends are paid.

To determine cash flow adequacy, several quantitative
relationships are eucandned. Emphasis Is placed on cash
flcvwrelativetodebt. debtservlce requirements alxdcapttal
spending. Cash flaw adequacy Is evaluated Mth respea to

ketingdsll.banklinebackuprlsk.andregulatozyeupcsure ailmn =g.;>*"_.8,~> meetalltlxed ¢*\HI'868- L'°'""'8"°°'£3°é,"
thatcannotbe readllyoifset. Thelcwerccsto! 'sImrter~tanI P**Y"'5'*na;-' Er War °P°W9T °°;'h_ esp is be
obligatlons(assumlngapodtiveJys1oped yield curve) Isa can swneco » p u t °  '
pndtive Eactur that partially mitigates the risk at interest-
rate varlahll lty. Asamle of  thumb.aleve.ld'short-term
debtthatexceeds 10% of total capital is cause for concern.

Similarly. if lloaltlng-rate debt and preferred stuck can- _ _ _ _ _
suture over one-third 0ffm1 debtplus preferred Sm. cos F i n a n c i a l  f l e x l b z l i t y / c a p i t a l  a t t r a c t i o n

high and Ula!  be cause for Flnandng f lexibility incorporates a utlllty's llnandng
. . v . °? 'T"J 8, ' . " " '2 . "§" °  go? that management is Hssw- needs. plans. and alternatives. as well as as llexlblllty ro

n an P° l i accomplish ltddil lnandng program underdstress 8;-~=
Qng ere tw ass. pal  f un In ca Ty

comp! ts internal ash flaw. Especially sin ut l l i t l
aryandthesubordlnated dalmonassasprovldesacush- anso capnallntesuive aBram's abllltytotap capital ...Jo

ketsonan ongolngbads mustbeconddered. Debtcapadty
°f "p to 10% is lyrically viewed as a permanent wedge m reflects an the eaurller elements: earnings protection. debt
the capital structure of utilities However. as rata-ut'-return

regulation is phased our, preferred SIR now be vI»=w°<! abletaleslsreslrldedlfareasonable capitalstmcturelsnot
by utllides--as "W W  lndustrlalf lnnswould-asatempof maintained and the company's llnalndd prospects dim.

The analyst also reviews indenture restrictions and the
impact of additional debt on covenant rests.

Standard 3Poor's wedges a °°mp=»t=3=a»;;d=3d=»b;1
w ass common e O
various factors. lxdudlng the market-to-book ratio. divi-
dend policy, and any regulatory restrictions regarding the
composition at the capital structure.

leverage. and cash flow adaqupcy. Market access atreason-

:are option far companies that are not current taxpayers
that do not benefit from the tax dedualblllty of Interest.
Even now. Hunting-rate preferred and money market per-
petual preferred are problematic: adze in the rate due to
delainranling audit quality terms tolnduce a company to
take out such preferred stock with debt. Structures that
convey tax deductibdllty to preferred stock have became
verypopular and do generally ah'ord arch Bnandngs with
€¢IUi*¥ UBBIITIBM.
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New Business Profile Scores Assigned for U.S. Utility and Power

Companies: Financial Guidelines Revised
Standard & Flor's Ratings Services has assigned new

business profile scores to U.S.utility and power compa-

nies to better reflect the relative business risk among com-

panies in the sector. Standard 81 Poor's also has revised its

published risk-adjusted financial guidelines. The new busy

ness scores and inanclal guidelines do not represent a

diane to Standard & Purr's ratings criteria or methodology,

and no ratings changes ere anticipated from the new busi-

ness profile scores or revised financial guidelines.

file scale for us. investor-owned utilities was implemented

that a comprehensive assessment of the benefits and the

application ad the methodology has been made. `R\e prince
pal purpose was to determine if the methodology continues

to pride meaningful driferentiarion of business risk The

review indicated that while business profile scaring contin-

ues to provide analytical berrefns, the complete range of the

10~point scale was not Mug utilized to the fullest extent.
Standard & Poor's has also revised the key finaxzial guide-

lines that it uses asan integral part of evaluating the credit

quality of U.S. utilityandpower oornpanies. These guidelines

were last updated in June 1959. The inandal guidelines for

three principal ratios (funds from operations (FFO) irierest ow-

erege, FFO to total debt. and total debt to towel capital) have
been broadened soas tobemore flexible. Pretax interest cow

New Business Profile Scores and Revised

Financial Guidelines

Standard &Poor'shas always marritored changes in the

industry andaltered its business risk assessments award-
ingly. This is the first time sine the 10-poin1business pm-
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oration in our assessment of an individual company's busi-

ness risk relative tn the previously assigned score. The

financial guidelines continue to be risk~adjusted based on

historical utility and industrial medians. Segmentation into

industry sub»sectors does not imply that specific company
characteristics will not weigh heavily into the assignment of

a company business profile score.

stage as a key credit ratio was eliminated.

Finally. Standard & Ptror's has segmented the utility and

power industry into sub-sectors based on the dominant cor-

porate strategy that a company is pursuing, Standard 81

Poor's has published a new U.S. utility and power company

ranking list that reflects these sulrsectors.

There are numerous henerits to the reassessment Fuller

utilization of the entire 10~poirIl s Is provides a superior rela-

tive tattoo or qualitative business risk. A revisit nr tie
financial guidelhres supports the goal or mt causing rating

changes from the reaalibratiorr art the business profiles

Classification of companies by sub-seotors wt ensue greater

comparability and consistency in ratings. The use of industry

segmentationwillalso allwr more in~depth statistic analysis

at ratings distributions and rating drarrges.

The reassessment does not represent a change to

Standard & Poor's criteria or methodology for determining

ratings for utility and power companies. Each business pro-
file score should be considered as the assignmarrtod a new

score; three spores do not represent improvement or deteri-

I

Results

Previously. BE% of U.S. utility and power business profile
scores fell between '3' and 'G'. whit clearly does not

reflect the risk differentiation that exists in the utility and

power industry today Since the 10-point scale was intro-

duced. the industry has transformed intoa much less

homogenous industry, where the divergence of business

risk--partiWarly feserdno management, strategy. and

degree of competitive market ertposure--has created a

mud: wider spectrum of risk profiles. Yet over the same

period business profile scores actually converged more

tightly around a median scoreof '4'. The new business pro-

clans
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file scores, as of June 2. are shown in Chart 1. The overall

median business profile score is now '5'.

Table 1 contains the revised Financial guidelines. it is

important to emphasize that these metrics are only guide

lines associated with expectations for various rating lev-

els. of

the ratings process, these three statistics are by no means

the only critical financial measures that Standard & Poor's

uses in its analytical process. We also analyze a wide

array of financial ratios that do not have published guide-

lines for each rating category.

Again, ratings analysis is nut driven s0laly by these

financial ratios, nor has it ever been. in tact. the new finan-

cial guidelines that Standard & PourS is incorporating for

the specified rating categories reilnlorce the analytical

framework whereby otharfactoss can outweigh the achieve-

ment of otltawise acceptable tinaicial ratios. These factors

include:

Wlactivllessofliabiiltyandliquidiylllinagenlsnt

Andysiaufi»wanaalf1n1dil19suuwuu:

Return on invested capital,

The execution record of stated business strategies:

Accuracy of projected performance versus actual results,

as well as the trend.

l Assessment of managementS financial poUches and atti-

tude toward credit and

I Corporate govemanoe practices.

Charts 2 through G show business profile scores broken

out by industry sub-sector Thelive industry sub~sectors are:

I Transmission and distribution--Waten gas, and electric,

l Transmission only--Electric. gas, and other:

l Integrated electric, gas. and combination utilities,

I Diversified energy and diversified nonenergy; and

I Energy merdrant/power developer/trading and marketing
companies.

lite average business profile stores for transmission and
distribution oompaiies and transmission-only companies are

lower on the scale than the previous averages. while die aver~

age business profile scores for integrated utilities. dillensilied

energy, and energy merchants and developers are higher

chan
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See pages 16 to la for the company ranking list of busi-

ness profile scores segmented by industry sub-sector and

ranked in order of credit rating, outlook, business profile

score. and relative strength.

file scores are assigned to all rated utility and power campa-

nies, whether they are holding companies. subsidiaries, or

stand-alone corporations. For operating subsidiaries and

stand-alone companies, the score is e bottom-up assess-

ment Scores tor families of companies are a composite oN

the operating subsidiaries' scores. The actual credo rating of

a company is analyzed. in part. by comparing the business

profile sure with the risk-adjusted financial guidelines.

For most companies, business profile scores are

assessed using five categories, specifically, regulation, mar-

kets, operations, competitiveness, and management. The

emphasis placed on each category may be influenced by the

Ruelnmae Prnfilg Snare Methodology

Standard & Poor's methodology of determining corporate

utility business risk is anchored in the assessment of certain

specific dtaracteristics that definer the sector: We assign

business profile scores to each of the ratedcompanies in the

utirmy and power sector on a 10-point scale. where '1' repre-

sents the best risk and '10' the highest risk. Business pro-

Tabla 1

Revised Financial Guidelines

Funds from operdlnnsHmenast coverage (x)
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dominant strategy t# the company or other factors. For

example. for a regulated transmission and distribution com-

pany, regulation may account for 30% to 40% of the busi-

ness profile score because regulation can be the single-

most important credit driver for this type of company.
Camersely. may not exe# for a transmis-

sion and dist"bution company, would provide a much lower

propanion (e.g., 5% to 15%l of the business profile score.

For certain types of companies. such as power genera-

tors.powerdevelopers. oil and gas exploration and produc-
tion companies, or nonenergy-related holdings, where these

f`ws components may mtbe appropriate. Standard & Poor's

will use other; more appropriate methodologies. Some of

these companies are assigned business profile scores that
are useful only for relative Ming purposes.

As noted above, the business profile score for a para

or holding company is a composite of the business profile

scores of its individual subsidiary companies. Again,

Standard & Poor's does not apply rigid guidelines fordefer-

mining the proportion nr weighting that each subsidiary rep-

resents in the overall business profile score. Instead, it is

determined based on a number of factors. Standard & Poor's

will analyze each subsidiary's contribution to FFO, forecast

capital expenditures, liquidity requirements, and other para-

meters. including the extent to which one subsidiary has

higher growth. The weighting is determined casey-case. I

Bonds M. Baronet

New York (1)212-438-7552

Richard w. Cvriritlht JL

New York (1 i212438-7665

Suzanne re. Smith

New York rtl2124352185
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Exhibit (FJH-3)
Sheet 2 of 2

Southwest Gas Corporation
Capitalization and Financial Statistics

2002-2006. Inclusive

Notes:

(1) All capitalization and financial statistics are based upon linancialstatements
as originally reported in each year.

(2) Computed by relating actual long-term debt interest booked to average of
beginning and ending long-term debt or reported to be outstanding.

(3) Coverages - excluding all AFUDC represent the number of times available
earnings, excluding all AFUDC, cover fixed charges.

(4) Sinking Fund Requirements for Coming Natural Gas Corporation were
obtained from Company Annual Forms 10-K.

Source of Information: Standard & Poor's Compustat Services, Inc, PC Plus/ Research
Insight Database
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Exhibit (FJH-4)
Sheet 2 of a

Proxy Group ofEiqht Value Line Gas Distribution Companies
Capitalization and Financial Statistics

2002-2006. Inclusive
Notes:

(1) All capitalizationand financial statisticsfor the group are the arithmeticaverage of the
achieved results for each individual company in the group, and are based upon
financial statements as originally reported in each year.

(2) Computed by relating actual long-term debt interest or preferred stock dividends
bookedto average of beginning and ending long-term debt or preferred stockreported
to be outstanding.

(3) Funds from operations (sum of net income, depreciation, amortization, netdeferred
income tax and Investment tax credits, less total AFUDC) plus interest charges
divided by interest dlarges.

(4) Funds fromoperations (asdefined in Note 3) as a percentage of total debt.

Selection Criteria:

The basis of selection was to include those domestic gas distribution companies: 1)
which are included inValue Line Investment Survey (Standard Edition)- Natural Gas
(Distribution) lndustr 2) which have actively traded common stock, 3) which have
not cut or omitted their cash common stock dividends during the five calendaryears
ending 2006 or through the time of the preparation of Mr. Hanley's accompanying
direct testimony, 4) which derived at least 50% of their2006 operating revenues from
natural gas distribution operations; 5) which derived at least 50% of their 2006 net
operating income from natural gas distribution operations, 6) which at the time of the
preparation of Mr. Hanley's direct testimony, had not publicly announced that they
were being acquired by or merged into another company, and 7) which are included in
S&P's Compustat pc Plus/Research Insight Database. Although Southwest Gas
Corporation met these criteria, it has been excluded from the proxy group as it is the
Company for whom rates are beingset in the current proceeding.

The following nine companies met the above criteria:
AGL Resources Inc.
At nos Energy Corporation
The Laclede Group, Inc.
NICOR Inc.
NorthwestNatural Gas Company
Piedmont Natural Gas Company, Inc.
South Jersey Industries, Inc.
WGL Holdings, Inc.

Source of Information: Standard & Poor's Compustat Services, Inc., PC Plus I Research Insight
Database
Annual Reports to Shareholders and I or Forms 10K
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Southwest Gas Corporation
Hypothetical Example of the Inadequacy of
A DCF Return Rate Related to Book Value

When Market Value is Greater/ Less than Book Value

1 2 3

Book Value with
Market to Book
Ratio of 180%

Book Value with
Market to Book
Ratio of 80%

$ 13.33 $

10.00%

1.333

0.960

$

$

$

s

s

$

$

$

s 0.373

5.55% (3)

30.00

10.00%

3.000

0.960

2.040

12.50% (4)

8.50% (7)

Line No.

1,

2.

3.

4.

5.

6.

7.

Per Share

DCF Cost Rate (1 )

Return inDollars

Dividends (2)

Growth in Dollars

Return on Market Value

Rate of Growth on Market Value

Market Value

$ 24.000

10.00%

2.400

0.960

1.440

10.00%

6.00% (5) 1.55% (6)

Notes: (1) Comprised of 4.0% dividend yield and 6.0%% growth.

(2) $24.00 * 4.0% yield : $0.960.

(3) $1.333 I $24.00 market value = 5.55%.

(4) $3.000 I $24.00 market value = 12.50%

(5) Expected rate of growth per market based DCF model.

(6) Actual rate of growth when DCF cost rate is applied to book value ($1 .333 possible earnln s - $0.960
dividends = $0.373 for growth / $24.00 market value = 1.55%).

(7) Actual rate of growth when DCF cost rate is applied to book value ($3.000 possible earnings - $0.960
dividends = $2.040 for growth I $24.00 market value = 8.50%).
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Southwest Gas Cornoratlon
nnuweusa Common Equliy Cost Rats through the use

of me Discounted Cash Flow Model for
Southwest Gas Caipounlon

the Proxv Gruuo of Einh! Value Line Gas distribution Comnanlas and

1 1 § 5

Dlvldend gnu
(1 )

2
ulvldend
Gmwm

Component
(2)

Adjusted
DMdend Yleld

(3)
Grwnh Rate

(4)

mdicacad
DCF Return

Rate (5)

"Recommended"
DCF Recur Rate

(6)

Southwest Gas Corp. 2.a4 as 0.08 % 2.42 as 98% 9.17 as - %

As a  %
4.09
4.65

Proxy Group d Eight Value Una
Gas Distribution Companies

AGL Resources Inc.
Minos Energy Corp.
The Laclede Group, Inc.
NICOR Inc.
Northwest Natural Gas Co
Piedmont Nat rid Gas co.. Inc
scum Jersey lndushles, Inc.
WGL Hddlnge. Inc.

an

Average

3.90
2.99
a.a4
2.60
4.1o

3.78 96

0.07 %
0.12
0.05
0.09
0.08
0.08
0.09
0.05

0.08 %

3,97 %
4 2 1
4.71
3,99
3.07
3.92
2,69
4.1s

s.a4 %

3 8 0  %
5.e9
2.00
4.55
5.87
4.38
7 2 5
2.75

4.51 %

7.77 %
s e c
6.71
B 54
8 1 4
8.30
9 9 4
8.91

8.35 56

9.84

9.92 %

Notes: (1) From E:<hlbit(FJH-7).

(2) This reflects a growth rate component equal so one-hdf the average proleNed five-year
growth rate In EPS (from Sheet 1 of Exhibit (FJH-9) x Ume No 1 to notlect the periodic
payment d dMdende (Gordon Model) as opposed to the continuous payment. Thus, for
Southwest Gee Corp., 2.34% x( 1/2 x515% ) ¢ 0.0B%.

(3) Column 1 + Column 2.
(4) From Sheet 1 d Exhibit (FJH-9)
(5) Column 3 + Column 4.
(G) Induces only those lndloated common equity cost rates which are greater than 9.80% (the

lowest rate awarded to e geo distribution utlllly during the twelve months ended March
2oo1_ from Exhibit 14) as fatty explained In Mr Henley'a aooompanylng direct testimony,
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Southwest Gas Corporation
Derivation of Dividend Yield for Use in the

Discounted Cash Flow Model

Spot
(6/25/07) m

Dividend Yield
Average Based Upon Average High I Low Market

Prices (2)
Mav 2007 Avril 2007

Average
Dividend
Yield (3)

Southwest Gas Corp. 2.55% 2.24 % 2.22 % 2.34 %
..._. ......

Proxy Group of Eight Value Line
Gas Distribution Companies

AGL Resources Inc.
Ammos Energy Corp.
The Ladeds Group, Inc.
NICOR Inc.
Northwest Natural Gas Co.
Piedmont Natural Gas Co., Ina
South Jersey Industries, Inc.
WGL Holdlngs, Inc.

3.84 %
3.93
4.67
3.78
2.93
3.76
2.41
3.94

3.76 %
4.04
4.52
3.64
2.93
a.72
2.53
4.12

3.87 %

3.90 %
4.09
4.68
3.90
2.99
3.84
2.60
4.10

3.76 %Average

4.11 %
4.29
4.88
4.27
3.12
4.04
2.79
4.25

3.94 % 3.67 %

Notes: (1) The spot dividend yield is the current annualized dividend per share divided
by the spot market price on 6/25/07,

(2) The average dividend yield was computed by relating the indicated
annualized dividend rate and market price on the last trading day of each of
the two months ended May 2007.

(3) Equal weight has been given to the spot, April 2007 and May 2007 dividend
yields.

Source of Information: Standard & Poor's Compustat Services, Ina, PC PluslResearch Insight Data
Base
http:/Ifinanoe.yahoo.com
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Southwest Gas Corporation
Current Institutional Holdings (1) and Individual Holdings (2)

for the Proxv Group of Eight Gas Value Line Distribution Companies and

1 2

June 2007
Percentage of
Institutional

Holdings

June 2007
Percentage of

Individual
Holdings (1)

Southwest Gas Corp. 75.5 % 24.5 %

Proxy Group of Elght Gas Value
Line Distribution Companies

AGL Resources Inc.
At nos Energy Corp.
The Ladede Group, Inc.
NICOR Inc.
Northwest Natural Gas Co.
Piedmont Natural Gas Co., Inc.
South Jersey Industries, Inc.
WGL Holdings, Ina

Average

65.4 %
83.8
49.0
BI . 7
54.9
45.9
58.9
58.5

61.0 %

34.6 %
36.2
51.0
18.3
45. 1
54_1
41.1
31.5

39.0 %

(1) (1 -column 1).

Source of Information: reuters.com - updated June 25. 2007
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Southwest Gas Corporation
Development of Protected Growth for Use in the Discounted Cash Flow Model

1 Z 3

ValueLine
Projected
2010-'12

Growth Rate
InEPS (1)

Thomson FN I First Call
Proieded Median

Five-Year
Growth Rate

No. of
EstimatesEPS

Average Projected
Five-Year

Growth Rate
inEPS (2)

Southwest Gas Corp. 9.00 % 4.52% [21 e 75_ %

[5]
[41

3.80 %
5.89
2.00
4.55
5.67
4.38
7.25
2.75

Proxy Group of Eight Value Line
Gas Distribution Companies

AGL Resources Inc.
At nos Energy Com.
The Laclede Group, Inc.
NICOR Inc.
Northwest Natural Gas Co.
Piedmont Natural Gas Co., Inc.
South Jersey Industries, Inc.
WGL Holdings, Inc.

3.50 %
6.00
2.00
4.50
5.50
4.00
NMF
2.00

[3]
[3]
[2]
[4]
[2]

Average 4.07 %

4 .10  %
5 .3 8

NA
4 .6 0
4 .8 3
4 .7 5
1 .25
3.50

4.92 % 4.51 %

NMF No Meaningful Figure

No tes : (1) From Sheets 2 through 10 of this Exhibit.
(2) Average of Columns 1 and 2.

Source of Information: Value Line Investment Survey, (Standard Edition), June 15, 2007
ThomsonFn First Call Earnings, thomsonfn.com, updated June 23, 2007
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tween 15% and

possess overall
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nature gas  Egther in ,  w is
with the e uni t  In theel€resent cor-
porate c duration, share n could ad-
vance between 5% and 7% annually over

I n c om e- or i en t ed i n ves t or s  m ay f i n d
t h e d i v i den d y i e l d  appeal i n g.
seems that more moderate increases in the

The fourth-quarter comparison may
quite that our Rascal
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' i ' . ? '8 .mw. .  poten t ial  i s
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within our

Target And for the coming
year, the equity is ranked to just approxi-
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Athos Energy Corporndoggelrxemnted eH'ective income tax rate has been big Er.
h e a l t h y  b o t t o m - l i n e  g o d u r i n g  T h e  c o m p a n y  s t a n d s  t o  r e g i s t e r
the f i rst  half  of  Rascal 2007 (ends Sep- steady, albeit  measured, prof i t  gains

out to 2010-2012. W ith utility operations
eyed a 9% increase in plus in 12 s tates,
benefits Hrcm the of  the economy or rate

weather-nnurnnalization mechanisms for the one region of the country. W hat's more,
Mid-'Dex and Lo\u'siana operations.
thermore, margins for the natmral gasmarketing segment widened nicely, par» Cally, prospects.

tiadl
because of efforts to capture more fa- ' expanded °

Cora e arbitrage with tits nicely
regard to storage activities.
the viqgne business
of the oath the 8- to 6-year timeframe.
was a healthy use in asset managenuraent And

i t
NerveMheless,  we bel ieve that  sharenet will be f lat for the year as a whole. distr ibution are likely Earnings coverage

be
dl$cult ,  given 2006 Bu t  long- term
excludes an $0.18-a-share charge for limited, ' good~quality shares

are already tradilug 2010-2012
Price Range.
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also hurt. Unfortunately it  no] here remain

tlmt these negative trends will per- F mmnme, there does not ggapear to be
e horizon.

supply/demand
the 2005
while,

within our 2010-2012
T a f t sand we're assuming
m erase increases in the dividend. More-

_year-ahead market,
mo-

Consol idated share net  could f u n  e

But  i t 's  impor tant  to ment ion that I
comparison is quite diiiicult, given
euzceptiond showing

2008, assuming some improvement in
business conditions.
Unspectacular operating results may

(ends September 30th). That is attrib- be in store for the company out to
2010-2012. The customer base for Laclede
Gas has dad at a sluggish pace
some time ending us to believe that inter-

gmwtfn wi l l ' moderate.

any major auisit:ions on
us. anno are-ne a venues may DD yTo al t  d 1

are also struggling. The performance of
Mclede Energy Resources (LER) has not to 5-year horizon.
heels as t Additional in-

sr ising f rom the payout
Mean- though, given that the regulated division

operates m a mature area.
ex~  L on - t e r l n tota l - r etu r n  poss ib i l i t i es

are limited. That's because the stock is
present] trading

ring Rasnge,
o

over, Laclede Group shares are ranked to
underperform the
based on recent price and earnings

June 15, 2007
|

E ».= f:- for Laclede Group's core
not gas subsidiary, Laclede Go,
have been down thus far in fiscal 2007

stable,  in  par t ,  to lower  income 'damoutsider the service teunitunn for
Heightened operation and maintenance
expenses have
seems
gist for a while.
The two main non-regulated segnnnemmts be in the mid-single-digit range over the 3-

stung as last year, when m»=_3#-== These good-cgxality sixares offer an ap-
were substant ial ly 39  as the res of  pen din g d i ve an d y ie ld .

mb onces creases in may be minimal,
Gulf Coast huxrieanes.

SM&P Utility Resources continues
to be weighed down by mzpenses from
p a t i o inidetives, although its longw-
term crmance should benef it nicely
That B8id,

29%& to $1.90 a share, in
the

LER's
last year. The bottom mentulnn.

e stands to rise to $2.00 a share in fiscal Frederick L. Harris, III
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Southwest Gas Corporation
Indicated CommonEquity Cost Rate

Through Use of a Risk Premium Model
Uslno an Adjusted Total Market Aonroach

Line
No.

Southwest Gas
Corporation

Proxy Group of Eight
Value Line Gas

Distribution Companies

1.
6 . 0 7  %

Prospective Yield on Aaa Rated
Corporate Bonds (1) 6 .07  %

2. Adjustment to Reflect Yield Spread
Between Ala Rated Corporate
Bonds and A Rated Public
Utility Bonds 0.53 (2) 0.53 (2)

3.
6 . 8 0  %

Adjusted Prospective Yield on A Rated
Public Utility Bonds 6 .60  %

4. Adjustment to Reflect Bond
Rating Difference 0.09 (4)

6.69 %5.

e.

Adjusted Prospective Bond Yield

Equity Risk Premium (5)

0.40 (3)

1 .00  %

3.86 4.27

Risk Premium Derived Common
Equity Cost Rate 10.85 % 10 .98  %

Notes:

7.

(1) Derived in Note (4) on Sheet 6 of this Exhibit.

(2) The average yield spread of A rated public utility bonds over Aaa rated corporate bonds of
0.53% from Sheet 4 of this Exhibit.

(3) Tithe average spread between Moody's A and Baa rated public utility bond yields of be basis
points plus one and one-third the estimated average yield spread of Baa over Ba rated public
utility bonds to reflect Southwest Gas Corporation's Moody's bond rating of Baan as shown on
Sheet 2 of this Exhibit. ((0-26% + (1/3 * 0.43%) x= (0.26% + (1.14%) = 0.40% (from Sheet 4 of
this Exhibit)).

(4) Onethird the average spread between Moody's A and Baa rated public utility bond yields of 26
basis points to reflect the proxy group's average Moody's bond rating of AS as shown on
Sheet 2 of this Exhibit_ ((1/3 X 0.26% = 0.087%, rounded to 0.09% (from Sheet 4 of this
Exhibit)).

(5) From Sheet 5 of this Exhibit.
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Sm uthwwwt GM Pnrgwmrpwm
Compamism at Bond Ratings and Business profile

for Suulhweem Gas Corpolwtlon and
the Pkwy Group Rf Flghl Valnnl inn Pas l'¥l§Irlhl Mm Pnmpanlrn

May 2007
Moody's

Bond Rating

May 2007
Standard 8» Poor's

Bond Rating
Standard & Poor's
Business Pmiile (2)

Bond Numerical Bond
B8¢lDQ

Numerical
!DleiQh1iDl9(1)

Southwest Gas Corp. Baan 10.0 BBB- __1o.o 3.0 (9)

7.0
9.0
0.0
3.0
4.0
8.0
6.0
4.0

3.0
3.0
3.0
2.0
1.0
2.0
2.0
2.0

Proxy Group of Eight Value Line
Gas Distribution Companies

AGL Resources Inc. (3)
At nos Energy Corp. (4)
The Ladede Group, Inc. (5)
NICOR Inc. (6)
Northwest Natural Gas Co.
Piedmont Natural Gas Co.. inc.
South Jersey industries, Inc. (7)
WGL Holdings, Inc. (8)

Average

AS
Baan
AS
AL
A2
AS
Baal
A2

AS

7.0
10.0

7.0
5.0
6.0
1.0
8.0
6.0

7.0

A_

BBB
A
AA
AA..

A
A
AA.

A 5.6 2.3

Notes: (1)

(2)

(3)

(4)

From Sheet 3 of this Exhibit.
From Standard & Pools (S8tP) Issuer Ranking: U.S. Utllity And Power Companies, Strongest to
Weakest, June 22, 2007.
Moody's ratings are those of Atlanta Gas Light Co. S8¢Ps ratings and business profile are a
composite of those of Atlanta Gas Light Co. and Pivotal Utility Holdings (formerly nu I
Utilities).
Moody's ratings and S&Ps business profile are those of Ammos Energy Corporation. S&Ps
ratings are a composite of those of At nos Energy Corporation and United Cities Gas Company
db At nos Energy Corporation.
Ratings and business profile are those of Lalclede Gas Company.
Ratings and business profile are those of NICOR Gas Company.
Ratings and business profile are those of South Jersey Natural Gas Company.
Ratings and business profile are those of Washington Gas Light Company.
Company advises that S&P Business Profile is 3.0

(5)
(6)
(7)
(8)
(9)

Source of Information: Moody's Investors Service
Standard & Poor's Global Utilities Rating Service
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Southwest Gas Corporation
Numerical Assignment for

Moody's and Standard & Poor's Bond Ratings

Moody's
Bond Rating

Numerical
Bond Weiqhtinc

Standard & Poor's
Bond Rating

Aaa 1 AM

Aar
Aar
Aar

2
3
4

AA+
AA
AA.

A1
A2
AS

5
57

A+
A
A.

Baal
Baa2
Baan

8
9

10

BBB+
BBB
BBB-

Ba l
Ba2
Bar

11
12
13

BB+
BB
BB-
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Southwest Gas Corporation
Judgment of Equity Risk Premium for
for Southwest Gas Corporation and

the Proxy Group ofEight ValueLine Gas Distribution Companies

Line

No.

Southwest Gas
Corporation

Proxy Group of Eight
Value Line Gas

Distribution Companies

Calculated equity risk
premium based on the
dual market using
the beta approach (1 ) 4.14 4.29 %

2. Mean equity risk premium
based on a study
using the holding period
returns of public utilities with:
As rated bonds (2)
Baan rated bonds (2)

4.24

a. Average equity risk premium

3.58

3.85 % 4.27 %

Notes:

1.

(1) From Sheet6 of this Exhibit
(2) From Sheet a of this Exhibit.
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Southwest Gas Corporation
Derivation of Equity Risk Premlum Based on the Total Market Approach

for Southwest Gas Corporation and
the Proxv Group of Eluht Value Line Gas Distrlbutlon Companies

Una
No.

Southwest GasCorporation
Proxy Group of Elght

Value Line Gas

Amhmezm mean total return rate on
the Standard & Pours 500 Composite
Index - 1928-2008 (1) 12.30 % 12.30 %

Arithmetic mean yield on
Aaa and Aa Corporate Bonds

1926-2005 (2) 16. 10) is. 1 o)

Historical Equity Risk Premium 8.20 % 6.20 %

Folecasted 3-5 year Total Annual
Market Return (3) 9.60 % 9.60 %

Prospedlve Yield an Ala Rated
Corporate Bonds (4) (6.07) (6.07)

Forecasted Equity Risk Premlum 3.53 % 3.53 %

Average of Historical and Forecasted
Equlty Risk Premium (5) 4.87 %

0.85

4.87 %

0.88Adjusted Value Llne Beta (6)

Beta Adjusted Equity Risk Premium 4.14 %

Notes: (1) From Stocks Bonds Bills and Inflation - Market Results for 1926-2006 - 2007 Yearbook valuation Edition,
Morningstar, Inc., 2007 Chicago, IL.

(2) From Moody's Industrial Manual and Margent Bond Record Monthly Update.

(3) From Sheet 3 of Exhibit (FJH-12).

(4) Avera e forecast based upon six quarterly estimates of Ala rated corporate bonds per the consensus of
nearly 50 economists reported in Blue Chip Flnandal Forecasts dated July 1, 2007 (see Sheet 7 of this
Exhibit The estimates are detailed below.

Third Quarter2007
Fourth Quarter 2007
First Quarter zone
Second Quaner2008
Third Quarter 2008
Fourth Quarter 2008

Average

5.90 %
6.00
6.10
B.10
s.10
6.20

5.07 %

(5) Average of the Historical Equity Risk Premium of 6.20% from Llne No. 3 nd the Forecasted Equlty Risk
Premium of 3.53% from Line No. 6 ((6.20% + 43.53) /2 = 4.885%, rounded to 4.87%).

9.

e.

1.

4.

5.

a.

2.

I.

(6) From Sheet 9 of this Exhlblt.



2 l BLUE CHIP FINANCIAL FORECASTS l JULY 1, 2007

I

Consensus Forecasts-Quamberly Avg.

SQ SQ SQ SQ SQ SQ
2007 20 2008 2008 2008 2008
5.2 5.2 5.2 5.1 5.1 5.1
8.2 8.2 8.2 8.1 8.1 8.1
5.4 5.4 5.3 5.3 5.3 5.2
5.3 5.3 5.2 5.2 5.2 5.2
4.9 4.9 4.9 4.9 4.9 4.9
5.0 5.0 5.0 5.0 5.0 5.0
5.0 5.0 5.0 5.0 5.0 5.0
5.0 5.1 5.1 5.0 5.1 5.1
5.1 5.1 5.1 5.1 5.1 5.1
5.1 5.2 5.2 5.2 5.3 5.3
5.3 5.3 5.3 5.3 5.4 5.4
5.9 6.0 6.1 6.1 6.1 6.2
6.8 6.9 7.0 7.0 7.1 1.1
4.7 4.7 4.8 4.8 4.8 4.8
6.6 6.7 6.7 6.7 6.8 6.8

Consensus Forecasts-Quarterly Avg.

-*Q SQ I Q SQ 4Q SQ
007 2091 m g z0 20 200

79.0 78.6 78.3 78.0 77.9 78.0
2.6 2.7 2.9 2.9 2.9 3.0
2.3 2.2 2.4 2.2 2.2 2.1
2.6 2.1 2.5 2.5 2.4 2.2
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Consensus Forecasts Of U.S. Interest Rates And Key Assumptions'

lnm9§LBa\ls§
Federal Funds Rate
Prime Rate
LIBOR, 3-mo.
Commercial Paper, I-mo.
Treasury bill, 3-mo.
Treasury bill, 6-mo.
Treasury bill, I yr.
Treasury note, 2 yr.
Treasury note, 5 yr.
Treasury note, 10 yr.
Treasury note, 30 yr.
Corporate Ala bond
Corporate Baa bond
State & Local bonds
Home mortgage rate

- - - - » - - - - - - - - - - - - - - - - - H i s t o r y - - - - - - - - - - - - - - - - - - - - - - - - - - » »
- - - -Average For  Week  Ending- -~ -Average For  Month-»» Latest Q
M  1 5 M Q ! Jun l 25 M g ; A g ; Mgr , 2Q 2007*
5.26 5.24 5.z8 5.24 5.25 5.25 5.26 5.25
8.25 8.25 8.25 8.25 8.25 8.25 8.25 8.25
5.36 5.36 5.36 5.36 5.35 5.35 5.35 5.34
5.26 5.22 5.24 5.23 5.22 5.23 5.23 5.23
4.66 4.8 4.82 4.90 4.87 5.01 5.08 4.87
4.93 4.97 4.98 5.00 4.98 5.01 5.10 5.00
4.98 4.98 4.96 4.95 4.91 4.93 4.92 4.94
5.06 4.99 4.92 4.84 4.17 4.61 4.51 4.82
5.13 4.98 4.86 4.11 4.67 4.59 4.48 4.71
5.20 5.02 4.90 4.84 4.15 4.69 4.56 4.85
5.29 5. 12 5.02 4.99 4.9 4.87 4.12 4.99
5.89 5.67 5.58 5.55 5.41 5.41 5.30 5.51
6.79 6.62 6.51 6.47 6.39 6.39 6.27 6.50
4.64 4.54 4.41 4.38 4.31 4.26 4.15 4.39
6.74 6.53 6.42 6.37 6.26 6. 18 6. 16 6.36

» - - - - - - - - - - - » - - - - - - - - ~ » - - - I - l i s t o r y- - - -- I - - i
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Soulhweg Gas Corporation
Derlvatlon of Mean Equity Risk Premium Based on a Study

Uslnu Holding Period Returns of Publlc Utl\lties

1

Southwest Gas Corporation
Proxy Group of Eight Value Line

Gas Distribution Companies

Una
No.

AUS Consultants Risk
Premium Study (1)

1928-2005

Aus Consultants Risk premium
Study (1)
1928-2005

Time Period
1. Arithmetic Mean Holding Period

Returns (2):
Standard & Poor's public

Utility Index 11.02 as 11.02 %

(7.13)A.
B.

Arithmetic Mean yield on:
Baa rated Public Utillty Bonds
A rated Public Utility Bonds (a.e1)

Adjustment to erect Company or
proxy group specMc average Moody's
bond rating

Equlty Rlsk Premium

Notes: (1)

(2)

S&P Public Utllity Index and Moody's Public Utility Bond Average Annual yields, 1928-2005 (AUS Consultants, 2006).

(3)

2.

a.

(4)

Holdlng period returns are calculated based upon income raoelved (dmdends and Interest) plus the relative change In the
market value of a security over a one-year holding period.

One-thlrd the average 1928 - 2005 estimated spread between Baa and Ba rated Moody's public utility bond yields of 93 basis
points to reflect Southwest Gas Corporation's Moody'e bond rating of Baan as shown on Sheet 2 of this Exhibit. (( 1/3 x
0.93% = 0.31%). (AUS Consultants. 2006),

One-third the average 1928 - 2005 spread beMeenA and Baa rated Moody'e public utility bond ylelde of 52 basis points to
reflect the proxy group's average Moody's bond rating of As as shown on page 2 of this Exhlbit. (( 1/3 x 0.52% = 0.17%).
(Aus Consultants, zoos).

(0.31) (3)

a.5a %

(0.17) (4)

4.24 %
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Southwest Gas Corporation
Value Line Adjusted Betas

for Southwest Gas Corporation and
the Proxy Group of Eight Value Line Gas Distribution Companies

Value Line
Adjusted

Beta

0.85Southwest Gas Corp. b

Proxy Group of Eight Value Line Gas
Distribution Companies

AGL Resources Inc.
At nos Energy Corp.
The Laclede Group, Inc.
NICOR inc.
Northwest Natural Gas Co.
Piedmont Natural Gas Co., inc.
South Jersey Industries, Inc.
WGL Holdings, Inc.

0.95
0.80
0.90
1 .30
0.75
0.80
0.70
0.85

0.88Average

Source of Information: Value Line Investment Survey. (Standard Edition)
June 15, 2007
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The Equity Risk Premium

For example, if bond yields rise unexpectedly, investors can receive a higher coupon payment from
a newly issued bond than from the purchase of an outstanding bond with the former lower-coupon
payment. The outstanding lower-coupon bond will thus fail to attract buyers, and its price will decrease,
causing its yield to increase correspondingly, as is coupon payment remains the same. The newly priced
outstanding bond will subsequently attract purchasers who will bender from the shift 'm price and yield;
however, those investors who already held the bond will suffer a capital loss due to the fall in price.

Anticipated changes 'm yields are assessed by the market and figured into the price of a bond.
Future changes 'm yields that are not anticipated will cause the price of the bond no adjust accordingly.
Price changes in bonds due to unanticipated changes in yields introduce price risk into the total return.
Therefore, the tonal return on the bond series does not represent the riskless rare of rerurn.The income
return bater represents the unbiased estimate of the purely riskless rate of return, since an investor can

hold a bond to maturity and be entitled to the income remen with no capital loss.

Ariihmellc versus Geometric Means

The equity risk premium data presented in this book axe arithmetic average risk premier as opposed

m geometric average risk premier. The arithmetic average equity risk premium can be demonstrated ro
be most appropriate when discounting future cash Hows. For use as the earpected equity risk premium

in either die CAPM or the building block approach, the arithmetic mean or the simple difference of '
the arithmetic means of stock market returns and riskless rates is the relevant number.This is because
both the CAPM and the building block approach are additive models, in which the cost of capital is

the sum of its parts. The geometric average is more appropriate for reporting past performance, since it

repress ts the compound average return.
The argument for using the arithmetic average is quite straightforward. In looking at proieaed cash

Hows, the equity risk premium that should be employed is the equity risk premium that is expected to
acmally be incurred over the future time periods. Graph 5-3 shows the rulizaed equity risk premium

for each year based on the returns of the sur too and the income return on long-term government
bonds. (The actual, observed difference between the return on the stock market and the riskless rate is

known as the realized equity risk premium.) There is considerable volatility in Me year-by-year statistics.
At times the realized equity risk premium is even negative.

-41

Hr
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Chapters

Graph 5-3

Realized Equity Risk Premium Per Year
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Year-and

To illustrate how the an'thnnetic mean is more appropriate than the geometric mean in discounting cash

flows, suppose do: expected return on a stock is Io percent per year with a standard deviation of

to percent. Also assume that only two outcome are possible each year: +30 percent and -to percent

(Le., the mean plus or minus one standard deviation). The probability of occurrence for each outcome

is equal. The growth of wealth over a two-year period is illustrated 'm Graph 5-4.

7 8 SBBI ValuationEcitinn ZIIJ7Yearbook
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The Equity Risk Premium

Graph 5-4
Growth of Wealth Example

$1.70 _
81:89
4»

1 -

l -

$130
4

$1.17
9

s 1.m 0 '

l -

sos:
A l.

$0.81

SCL70

0

Years

r

1

I

2

The most common outcome of $1.17 is given by the geometric mean of 8.2. percent. Compounding the
possible outcomes as follows derives the geometric mean:

[(14-0a0) x(1 -0.t0)]»-1 =una2

However, the expected value is predicted by compounding the arithmetic, not the geometric, mean. To
illustrate this, we need to look at the probability-weighted average of 8 possible outcomes:

(0.25 x $1.59) - $114225

+ (0.50 x $1.17) = $05850

+ (0.25 x $0.B1) I $01025

Total $n2100

1 .

4 .

Therefore, $1.11 is the probability-weighted expected value. The me that must be compounded to

achieve theuennninal value of $1.11 after 2. years is Io percent, the uidmnetic mean:

$1 x(1 +0.10)'=$121

The geometric mean, when compounded, results in the median of the distribution:

so x(l +0.082)'- s1 .17

The arithmetic mean equates the expected future value with the present educ; it is thaefote the
appropriate discount rate.

Mumingstan Inc 79
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Appropriate Historical 'Lima Period
The equity risk premium can be estimated using any historical time period. For the U.S., market data
exists at least as far beck as the late zoos. Therefore, it is possible to estimate the equity risk premium
using data that covers roughly the past zoo years.

Our equity risk premium covers the time period from 192.6 to the present. The original data source
for the dine series comprising the equity risk premium is the Center for Research 'm Seauity Prices.
CRSP chose to begin their analysis of marks mums with 192.6 for two main reasons. CRSP determined
that the time period around 192.6 was approximately when quality financial data became available.
They also made a conscious ef fort to inc lude the period of  extreme market volati l i ty f rom
the late twenties and early thirties; 192.6 was chosen because it includes one full business Eyde of
data before the market crash of z9z.9. These are the most basic reasons why our equity risk premium

calculation window starts in 1916.
Implicit in using history to forecast the future is the assumption that investors' arpectations

for future outcomes conform to past results. This method assumes that the price of raiding on risk
changes only slowly, if at all, over time. This "fume equals the past" assumption is most applicable to
a random time-series variable A time-series variable is random if its value in one period is independent

of its value in other periods.

Does the Equity Risk Premium Revert to Its Mean over Time?

Some have argued that the estimate of the equity risk premium is upwardly biased 'nee the stock

mark is currently priced high. In other words, since there have been several years with extraordinarily
high market returns and realized equity ride premier, the expectation is that rcmrns and realized equity
risk premier will be lower in the fume, bringing the average back to a normalized level. This argument
relies on several studies that have tried to determine whether reversion tn the mean exists in stock
market prices and the equity risk premium." Several academics contradict each other on this topic;
moreover, the evidence supporting this argunneut is neither conclusive nor compiling enough to make

such a strong assumption.
Ounr own cmpiricd evidence suggests that the yearly difiercnce he-tween the stock market total return

and the U.S. Treasury bond iueome return in any particular year is random. Graph 5-3, presented earlier.
illustrates the randomness of the realized equity risk premium.

3 Fame, Eugene F, and Kamemla R. Pxeudz. "Punrnanent and Tempauruy Cumpnlnemt of Snack Pdl=es,"]ou1~oal of Politiaa4
Evomauny,And 1981, pp. =46-=7s- P'o::1:1:u1, James M., and Lawrence H. Smmnuas. 'Mean Reversion in Stud: Psi¢=s"
Jammu! of iiunudd Eaorxnmirs, Omnber 1988, pp. 1.7-59. Lo, Andurcw W., Md A. Craig Madiinlny. "Stock Market Prices
DONot Follow Raindum Walkie Evldeane from a Simple Speciicatian Test," Tb: Review ofFiualw?ll Shedir, Spring 1988,
pp. 4:-66. F'mncrty,Jalm D., and Dean ldatikuw. "The 'Behavior of MW Md Debt Risk Pttlnillllnlx AreTbzy Mum
Revextimug end Dwwnwud-T:ealdh1g?" Tlnjounnd of1'luw11l>b'o Manawgmeuu, Summer use, pp- 73-84. Ibbouun, Roger G.,
and Sean Mmmu e Belnvlnr of Equity and Deb! Risslchemlmnn Comment," 11u]aul~nal ofl'b1-:folio Wna¢unm4`
Summer 1994, pp. 98-zoo. Human" John D., Md Dean Leislilnnun "Tlx: Behnwinr of Equlzy and Dell: Kind: Fmuniulm: Reply
to Cumnnuzg' 'Use Iownall of Ponfn£n Maauwunlzlut, Summer 1994, pp. zo:-xoa-

Ill SBBI Valuation Edition 2D07 Ysalhfznk
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A statistical measure of the randomness of a return series is its serial correlation. Serial correlation
(or autocorrelation) is defined as the degree to which the return of a given series is related from period
to period. A serial correlation near positive one indicates that returns are predictable from one
period to the neon: period and are positively related. That is, the returns of one period are a good
predictor of the returns 'm the next period. Convemely, a serial correlation near negative one indicates
that the returns in one period are inversely related to tahosee of the next period. A serial correlation
near zero indicates that the returns are random or unpredictable &om one period to the next.
Table 5-5 contains the serial correlation of the market total returns, the nealizsed long-horizon equity

risk premium, and inflation.

Table5-3
Interpretation of Annual Serial Correlations
182B-2006

Ssrics

large Company Stuck Total Retlnns

Elwllv Risk Premium

Inflation Rats:

Serial Gunulltinu

0 0 3

num

D as

11 l°=p" ' I* i°"

Randuun

Random

Bend

The significance of this evidence is that the realized equity risk premium next year will not be dependent
on the realized equity risk premium from this year: That is, :here is no discernable parvum in the realized

equity risk premiums-it is virtually impossible to foams: next year's realize risk premium based
an the premium of the previous year For exruunple, if this year's difference bdcween the riskless rate
and the return on the stock market is higher than last year's, ant does not imply that next year's
will be higher than this year's. It is as likely to be higher as it is lower. The best estimate of the
expected value of a variable that has behaved randomly in the past is the average (or arithmetic mean)

of its past values.
Table s-4 also indicates that the equity risk premium varies considerably by decade. The complete

decade ranged from a high of 17.9 pereem in the 195os to a low of 0.3 percent in the r97os, however,

thus far the 2000s have shown a -2..8 patent equity risk premium. This look at historical equity risk
premium reveals no ohservabk pattern.

Table 5-4
long-Horizon Equity Risk Plaldum by Do do
1926-mos

Ann' 1ssa¢ u m
176% 2.3% l-0*
'lloydon M MW lm-rm.

"sudm in wind sum-zuun

115l! u m ow: I I I I a IOIUI" 1su4uus
17 as 4 z~s os. 78% IZ 14. -ass 4.5%

"\
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Fnneny and Ldstikow perform more ectmometricelly sophisticated rests of mean reversion 'm the equity

risk premium. Their tem demonstrate that--as we suspected from our simpler Tate--the equity risk pre-
mium that was realignedover 192.6 ro the present was almost perfectly free of mean reversion and had

no statistically identifiable time trends! Lo and MacIGnlay conclude, "the rejection of the random walk
for weekly returns does not support a mean-reverting model of asset prices."

Blroosing an Appropriate Historical Period
The estimate of the equity risk premium depends on the length of the data series studied. A proper esti-
mate of the equity risk premium requires a data series long enough ro give a reliable average wildmout
being unduly influenced by very good and very poor short-term returns. When calculated using a long
data series, the historical equity risk premium is relatively stable? Furthermore, because an average of
the realized equity risk premium is quite volatile when calculated using a short history, udng a long

series makes it less likely that the analyst can justify any number he or she wants. The magnitude of
how shorter periods can affect the result will be explored later in this chapter

Some anders estimate the arpected equity risk premium using a shorter, more recent time period
on the basis :bat recent events are more likely to be repeated in the near future; furthermore, they believe

that the rgzos, :93os, and I94os contain too many unusual events. This view is sruspeot because all peri-
ods contain "unusual events. Some of the most unusual events of the last hundred years took place
quite recently, including the inflation of die late I97os and early 198os, the October 1987 stock
market crash, the collapse of the high-yield bond market., the major contraction and consolidation of
the thrift industry, the collapse of the Soviet Union, the development of the European Economic
Community, and the attacks of September 11, 2001.

k is even difficult for economists to predict the economic environment of the future. For example,

if one were analyzing the stock market in 1987 before the crash, it would be statistically improbable to
predict the impending short-term volatility without conddcring the stock market crash and rnariret
volatility of the 1929-1931 period.

Without an appreciation of the rpaos and 193 as, no one would believe dm such events could

happen. The 81-year period starting with 192.6 is representative of what can happen: it includes high
and low returns volatile and quiet markets, war and peace, inflation and dilation, and prosperity and
depression. Restricting attention to a shorter historical period underestimates the amount of change that

could occur in a long future period. Finally, because historical event-types (not specific events) tend to

4 Though the study perfolmned by Finnerty and ldsdcow demanstnns an: Rh: lndililmll equity risk prunnimn ezdlibies no
men tevenion or dxilt, do, condnde ant, 'the proeessee gendering :hue :ink pnmimn: uh generally meurrevertiuug-"
This uondudon is completely nurelnad to dad: m:i;m'¢=l Ending and has xuedved ensue crlzidem. In addition w examining
theqrndiliamleqdtyriskpmelnnimiinmeznqmdLeistilcuwvindldemllylelon'leal"liskplewlil uwdhenparltexiak
pmnia forincame and capital gains. In leek commence on dmeemdyglbbomun and Iamluurnel' show Dan these "read"dsk pn-
mit adjust for iiithlieun twice, 'rnllins variables with no economic oonnenn' In addiriam, wwlfins iucame and aspire!
gaimedces notehedlighzonthe behuvioruf tiaaride premil nslvzhole.

'x

5 Tlmisasserriomkfurdnucuuzubcnledbydanpueunmaedin Glulballnolustinxg:Thhvfzdondk GlddswM¢Woridof
CnpibnlhlaricU (byRogefG.lBbatwnmd GaryBB1rilullanuudpublisbed h w NmYo&).Wbonlaunand
Brinscurconsnucaedas1udrmubamanlnemmseliesbmdrm:79o.Evenwi¢sum¢lnwel:nldnryaboutdzeaaux1cydthe
dm be*o:e &¢ mid-nimunmndz cmmzy, dm: zuiulu uh nmadcable. The ml (lrlilliwd for inixrinnl mum: in invsms
removed dmingdzedzrce 5o-yarpedodnndone 5:-yearpedod heweeun x79uand:99o&dnotdiHurpearlyEmum one
anodaer (liaat is, in l smisdcally dgniflmnr amount). Nor did the ml :wins diH=r grady iruunn :he overall to:-yu:

avenge. This Ending implies drat because rd salad:-market :ums have been zusonably consisncm over time, Amman
an use liaise pas: nuzzns u rusnmbls bus Eur coming dzeir euyechdons of fugue nmzhs.
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repcar thwnselves, long-run capital market return studies can reveal a great deal about the future.
Investors probably expect "unusual" events ro occur from time to time, and their ream expectations
reflect this. -

A Look at the HisUvrical Results
IaiS interesting to take a look at the realized returns and realized equity risk premium in the context of
the above discussion. Table 5~s shows :he average stock market return and the average (arithmetic
mean) realized long-horizon equity risk premium over Various historical time periods. Similarly, Graph
5-5 shows the average (arithmetic mean) realized equity risk premium calculated through 1006 for
different starting dates. The :able and the graph both show that using a longer historical period
provider a more stable estimate of the equity risk premium. The reason is that any unique period

will not be weighted heavily in an average ooveriing a longer historical period. It better represents the
probability of these unique events occurring over a long period of mc.

J

1

Table 5.5
Stock Market Recur and Equity Risk Premium Over 'lime
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Looking careMly at Graph 5-5 will clarify this point. The graph. shows the realized eqviw risk
premium for a series of time periods through zoom, starting with 1916. In other words, the Ent value

on the graph rcpnsents the average realized equity risk premium over the period 192.6-z006. The next

value on the graph repre ts the average realized equity risk premium over the period 192.7-7006, and
so on, with the last value representing the average over the most recent Eve years, zooz.-z.oo6.

Concentrating on the left side of Gxerph 5~5, one notices that the realized equity risk premium, when

measured over long periods of time, is relatively stable. In viewing the graph from left no reedit, moving
from longer ho shorter historical periods, one sees that :be educ of the realized equity risk premium

begins to decline significantly. Why docs this occur? The reason is that the severe bear market of
1973-1974 is receiving proportionately more weight in die shorter; more recent average. If you continue

to follow the line to therighr, however,you will also notice thatwhexrz 1973 and 1974 fall our of the recent

average the rWized equity risk purennium jumps up by nearly 1.1. percent.

Ra:

4
s

l*\°"pi1'9s1=4 Inc. ea

I

i



EXhlbi!____(FJH-12)
Sheet 1 of 3

Sm rihwnsf Gas Cnrnnraiinn
Indicated Common Equity Cost Rate Through Use of the

Capital Asset Pricing Model for
Southwest Gas Corporation and

ha Pron/ Grin Rf Fioht Value I Ina Gm Dil=z4rih»liinn Cnmnsanles

Na. Southwest Gas Cornoralion
Proxy Group of Eight Value

Line Gas Dlstrlbutlon

Traditional Capital Asset Pddng Model
Derived Company Equity
Cost Rates (1) 10.11 % 10.49 %

Empirical Capital Asset Pricing Model
Derived Company Equity
Cost Rate (1) 10.38 as 10.51 %

a. CA"lPMResults 10.28 % 10.50 %

Notes:

1.

2.

(1) Developed on Sheet2 of this Exhibit.
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Snmhwnsf G44 Cnr!mratinn
Indicated Common Equity Cost Rate Through Use

rt :be r.an1u»1 Assam P81199 sawn

Value Les
Adluslad

Beta

Company-speclflc
Risk Premium

Based on Market
Plsmium of 5 . 6 9 %  m

CAPM Result
Indudlng
Risk-Free

Rate of 5.33% (2)
Recommended

CAPM Result (3)

Southwest Gas C°¥P~ 0.85 4.84 % 10.11 % 10.11 %

Plow Gloup of EighlValue Line
Gas Distribution Companies

AGL Resources Inc.
Atmns Enemy Corp.
The Laclede Group. Inn.
NICOR Inc.
Norllwvesl Natural Gas Co.
Piedmont Natural Gas Go., Inc.
South Jersey lndusMas. Inc.
WGL Holdlnge. Inc.

10.74 as
9.88

10.45
12.73

9.80
Asa

Average

0.85
0.80
0.90
1 .to
0.75
0.80
0.70
0.B5

0.B8

5.41 %
4.55
5.12
7.40
4 2 7
4 5 5
3.98
4.84

5.02 %

10.14 as
a s s

10.45
12.73
9.50
9.88
9.31

10.11

1o.a5 %

10.17

10.49 %

Soulhwasi Gas Corp. 0.85 5.05 as 10.3B % 10.38 %

Pmucy Group of Eight Value Una
Gas Dlstliaution Companies

AGL Rseouloea Inc.
Ammos Energy Corp.
The Ladede Group, Inc.
NICOR Inc.
NWUMBSI Natural Gas CD.

Piedmont Natural Gas Co.. Inc.
SouthJ e w e l Industries, Inc.
WGL Holdings. Inc_

0.95
0.80
0.90
1.30
0.75
0.B0
0.70
o.as

0.aa

10.a1 %
10.11
10.59
12.so
9.95

10.11
9.74

10.3B

10.51 %

10.81 %
10.11
10.59
12.30
9.95

10.17
9.14

10.38
10.§1 %Average

5_48 %
484
5.26
6.97
4.62
4.84
4.41
5.05

5.18 es

See Sheets for notes.



Exhlbii____(FJH-12)
Sheet 3 of 3

Southwest Gas Corporation
Development of the Market-Required Rate of Return on Common Equity Using the

Capital Asset Pricing Model for
Southwest Gas Corporation and

the Proxy Group of Eight Value Une Gas Distribution Companies
Adjusted to Reflect a Forecasted Risk-Free Rate and Market Return

Notes:

(1) From the two previous month-end (May '07 - June '07), as well as a recently available (June 29, 2007), Value
Llne Summarv & Index. a forecasted 3-5 yeartotal annual marketreturnof 9.60% can be derived by averaging
the May 2001, June 2007, and spot forecasted total 3-5 year total appreciation, converting it into an annual
market appreciation and addingthe Value Line average forecasted annual dividend yield.

The 3-51!ear average total market appreciation of 36%, produces a four-year average annual return of
7.99% (((1.36° )- 1)*100). When the average annual forecasted dividend yield of 1.61% is added, a total
average market return of9.60% (1.61% + 7.99"/») Is derived.

The average May2001, June 2007 and spot forecasted total market rum of 9.80% minus the risk-free
rate of 5.33% (developed in Note 2) is 427% (9.60% - 5.33%). The lbbotson Associates calculated market
premium of 7.10% for the period 1926-2006 results from a total market return of 12.30% less the average
income return on long~term u.s. Government Securities of 5.20% (12.30% - 5.20% = 7.10%). This is then
averaged with the4.27%Value Unamarket premium resulting in a 5.685%, rounded to 5.69% market premium.
The 5.89% market premium is then multiplied by the beta incolumn 1 of Sheet 2 of this Exhlbit.

(2) Average forecast based upon six quarterly estimates of 30-year Treasury Note yields per the consensus of
nearly 50 economists reported in the Blue Chip Financial Forecasts dated July 1, 2007 (see Sheet 7 of
Exhibit_(FJH-10). The estimates are detailed below:

Third Quarter 20o7
Fourth Quarter 2007
First Quarter 2008
Second Quarter 200B
Third Quarter 2008
Fourth Quarter 2008
Average

30-Year
Treasury Note Yield

5.30%
5.30
5.30
5.30
5.40
5.40
5.33%

(3) Includes only those indicated common equity cost rates which are greater than 9.55% for reasons fully
explained in Mr. Hanley's accompanying direct testimony

(4) The traditional Capital Asset Pricing Model (CAPM) is applied using the following formula:

Ra=RF+l3(Rm-RF)

Where Re = Return rate of common stock
RF = Risk Free Rate
B = Value Line Adjusted Beta
RM= Return on the market as a whole

(5) The empirical CAPM is applied using the following formula:

R5=R;+.25(R44l _R,)+.15p(W -Re)

Where Re = Return rate of common stop
Re = Risk-Free Rate
B = Value Line Adjusted Beta
Rm == Return on the market as a whole

Source of Information: Value Line Summarv a Index(standard Edltlon)
Blue Chin Financial Forecast; July 1, 2007
Value Line investment Survey, June 15, 2007
Stocks. Bonds. Bills and Inflation- Market Results for 19262008 -

Valuation Edition 2007 Yearbook Morningstar, Inc.. Chicago, lL



EXhlbl\___(FJH-13)
ShB6I 1 of 4

Southwest Gas Cornoraiton
Comparable Eamings Analysis

for a Proxy Group of Twenty-Tnree Non-Utility Companles Comparable to
Southwest Gas Cornoraiton M

Adj.
Beta

Unadj.
Beta

5-year Projected Rate of Return on
Net Worth. Equity or Partners'

Capital (2)
Student's

T-TestPercent

Proxy Group of Twenty-Three non-utility
Companies Comparable to
Southwest Gas Corporation (1)

Air Products 8¢ Chem.
Allstate Corp.
BOK Flnanclal
Bents Co.
Chevron C°fP~
Clty National Corp.
Compass Bencshares
Danaher corp.
Ecolab Inc.
Exxon Mobil Corp.
First Horizon National
Gannett Of.
Merwry General
Old Nat'l Bancorp
Protectlve Life
Relneuranoe Group
Scrlpps (E.W.) 'A'
Sigma-Aldrlch
Tootsie Roll Ind.
Transatlantic Hldgs.
Valspar Corp.
Washington Federal
Webster Fm'l

Average for the Non-Utillty Group

0.95
0.90
0.90
0.90
0.90
0.80
0.95
0.95
0.80
0.90
0.95
0.85
0.90
0.80
0.95
0.90
0.80
0.90
0.75
0.80
0.85
0.90
0.00

0.B8

0.86
0.18
0.82
0.84
0.82
0.67
0.ae
0.ae
0.68
0.80
0.88
0.10
0.78
0.05
0.85
0.82
0.69
0.77
0.62
0.04
0.78
0.81
0.81

0.77

Standard
Error
of the

Regression

2.1299
2.0690
2.1199
2.0646
2_0979
2.2251
1.9176
2.2117
2.1285
2.0125
2.2203
2.0446
2. 1 B87
2.0441
2.2237
2,0B91
2.1521
2.2091
2. 1315
2.1120
2 .1707
1 .9170
2.0271

2.1142

21.50 %
14.00
12.00
13.50
18.50
15.50
15.50
12.00
27.00 (6)
21 .50
14.50
11.00
13.50
13.50
10.50
10.50
12.50
18.50
10.00
11.00
13.50
15.00
9.50

r

1 .so
(0.13)
(0.59)
(0.24)
0.92
0.22
0.22

(0.59)
2.88
1.61

(0.01)
(0.82)
(0.24)
(0.24)
(0.94)
(0.94)
(0.47)
0.92

(1 .05)
(0.82)
(0.24)
0.11

(1 _ 17)

Southwest Gas Corporation 0.85 0.15 (3) 2.0519 (4)

Mean
13.98 %

Conclusion (5)
13.42 %

See page 2 for notes.
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Exhib (FJH-13)
sheets of 4

Southwest Gas Corooralton
Comparable Earnings Anatyels

for a Proxy Group of Thirty-Four Non-Utility Companies Comparable to
the Prcocv Group of Elohtvalue Line G s Distribution Comuanles m

5»Year Protected Rate of Return on
Net Worth, Equity or Partners'

Capital (2)
Swdenfs

T-Test

Adj.
Baa

Una dl.
Be18 Percent

26.50 % (8)
21 .so
14.00
10.50
12.00
15.50
19.00
18.50
15.50
12.00
24 .of
27.00 (8)
21 .so
15.00
14.50
11 .00
1o.00
7.50

12.50
1a.50
20.50
13.50
17.00
19.00

Proxy Group of Thlrty-Four Non-Utility
Companies Comparable to the Proxy Group at
Eight Value Line Gas Distribution Companies (7)

AM Company
Air Products & Chem.
Allstate Corp.
AptarGroup
BOK Flnanclal
Bevis CO_
Buckeye Partners L p.

Chevron Corp
city National Corp.
Danaher Corp.
Du Pont
Eeolab Inc
Exxon Mobil Corp.
FW ! `mltd Bancorp
First Horizon National
Gannett Co.
Hudson Clay Bancorp
Lee Enterprlsee
Marks Corp.
Mercury General
new York Times

Old Nat'l Bancorp
Plum Creekl lmber
Praxair mc.
protective Life
Reinsurance Group
SAFECO C°\'P
Scripps (E.W ) 'A'
Slqma-Aldrich
SGUOGQ pmauas
UDR Inc
Union Pacific
Valspar Corp
Webster Fln'l

Average for the Non~Uttlity Group

0.80
0.95
0 3 0
0.95
0.90
0 .90
o.a0
o 90
o.so
0.95
0.95
o.ao
0.90
0 9 0
o as
0 as
0_95
0.80
0 3 0
o.s0
0.90
0 8 0
0.95
0.95
0.95
0.90
0.85
0.80
0.90
0.95
0.85
0.90
o.es
0.90

0.B9

o. B7
0 as
o.78
0. 90
o.s2
0.84
0.65
0. oz
0. 67
0.85
0.90
0.68
0. 80
0 .81
o. BB
Q 70
0. as
0.68
0.86
0.78
o.aa
0.85
o.as
0. BE
0.85
0. 82
o. 71
0.59
0 77
0.91
0.77
0 .oz
0.76
0.e1

0.79

snandauu
Enur
of the

Regression

2,2583
2.1299

2.0690
2.3049
2.1199
2.0645
2.2881
2.0979
2,2257
2.2117
2.1124
2.1285
2.0725
2.2783
22203
2.0446
2.2946
2.2978
2.2688
2.1867
2.3134
2,0447
2.2579
1 .9889
2,2237
2.0891
2.2757
2.1521
2.2097
2 1003
2.2800
2.2342
2 1707
2.0271

2.1775

10,50
10.50
12.00
12.50
18.50
17.00
2.50 (8)

11.50
13.50
9.50

2.18
1 2 3

(0.17)
(0.B3)
(0.55)

(o 2 7 )
0.76
0.67
0.11

(0.55)
1 .70
2.2a
1 .23
0.01

(UDB)
(0.73)
(0.92)
(1 .as)

(0-45)
(0 2 7 )
1.04

(0 2 7 )
0.39
0.76

(0.88)
(0.83)
(0.55)
(0.45)
0.67
0.59

(2.32)
(0.54)
(027 )
(1 .01)

Average for the Pixy Group of Eight Value Line
Gals Dlsirlbutlon Companies 0.88 0.78 (9) 2.1404 (10)

Mean
14.55 'A

Conclusion (5) 1 3 . 8 8  %

See page 2 for notes.



Exhibit_(FJ H-13)
Sheet 3 of 4

Southwest Gas Corporation
Comparable Eaminas Analysis

Note s :

(1) The criteria for selection of the proxy group of twenty-three non-utility companies was
that the non-utility companies be domestic and have a meaning fol projected 2010 -
2012 rate of return on net worth or partners' capital as reported in Value Line
Investment Sumer (Standard Edition). The proxy group of twenty-three non-utility
companies was selected based upon Southwest Gas Corporation's unadjusted beta
range of 0.62 - 0.88 and standard error of the regression range of 1.8715 - 22323.
These ranges are based upon plus or minus two standard deviations of the
unadjusted beta and standard error of the regression as detailed in Mr. Hanley's
accompanying direct testimony. Plus or minus two standard deviations captures
95.50% of the distribution of unadjusted betas and standard errors of the regression.

2010-2012.(2)

(3)

(4)

The standard deviation of Southwest Gas Corporation's unadjusted beta is 0.0644.

The standard deviation of Southwest Gas Corporation's standard error of the
regression is 0.0902. The standard deviation of the standard error of the regression
is calculated as follows:

Standard Deviation of the Standard Error of the Regression =

Standard Error of the Regression
,/'2N

Where: N = number of observations. Since Value Line betas are derived from
weekly price change observations over a period of five years, N = 259

Thus, 0.0902 : 2.0519
»f518

-

- 2.0519
22.7598

(5) Average of 5-year projected rates of return excluding those 20% and above as well
as those below 9.60% for reasons fully explained in Mr. Hanley's testimony.

(6) The Student's T-statistic associated with this projected return exceeds 2.074 at the
95% level of confidence with twenty-two (22 = 23 observations -1) degrees of
freedom. Therefore, it has been excluded, as an outlier, to arrive at a proper mean
projected return as fully explained in the accompanying direct testimony.

(7) The criteria for selection of the proxy group of thirty-four non-utility companies was
that the non-utility companies be domestic and have a meaningful projected 2010 -
2012 rate of return on net worth or partners' capital as reported in Value Line
Investment Survey (Standard Edition). The proxy group of thirty-four non-utility
companies was selected based upon the proxy group of eight Value Line gas
distribution companies' unadjusted beta range of 0.65 - 0.91 and standard error of
the regression range of 1.9524 - 2.3284. These ranges are based upon plus or
minus two standard deviations of the unadjusted beta and standard error of the
regression as detailed in Mr. Hanley's accompanying direct testimony. Plus or minus

2



Exhibit__(FJ H-13)
Sheet 4 of 4

Southwest Gas Corporation
Comparable Earnings Analysis

two standard deviations oaptures 95.50% of the distribution of unadjusted betas and
standard errors of the regression .

(8) The Student's T-statistie associated with this projected return exceeds 1.960 at the
95% level of confidence. Therefore, ithasbeen excluded, as an outlier, to arrive at a
proper mean projected return as fully explained in the accompanying direct
testimony.

(9) The standard deviation of the proxy group of eight Value Line gas distribution
companies' unadjusted beta is 0.0672.

(10) The standard deviation of the proxy group of eight value Line gas distribution
companies' standard error of the regression is 0.094 = (2.1404 I 22.759G).

Source of Information: Value Line, Inc., Proprietary database, June 15, 2007
Value Line Investment Survey(Standard Edition)



E1d\lbll__(FJH-14)
Sheet 1 Of 1

Southwest Ga: Corporation
Authorized Rectums on Common Equlty and

Common Equity Ratios for Goa ouurlnuuun Companies
for the Iwglvg Mgnlhg Ended Mardi 2007

1 2 Q 4 § §
Spread between

Authorized Return on
Common Equlty and

Moodys A Rated
pubmz Ullllly Anna

Yields (10)Company Dale Jurlsdlcllon
AulhoaizedRecuron

GammonEquity
Aulh0fi29d Ccmmm

Equity Ratio

Mordy's A Rama
Public fumy Bona

Yields (9)

40.78
4a.00

as %%

(1)
(1,5)
(1, 5)
(1)
(1,5)

(2)

:a

NV
IA
NY
k w
MD
NY
MN
NJ
MI

(l_7)
(4)

(41 a)

<a)(1)

45.00
4:-u5a
53.00
4a.oo
46. 14
47.40
35.06
44.oo
42.94
57.46
54.13

5.ss %
8.29
8.40
8.87
s 20
5.20
sao
8.00
5.98
5 to
5 to
s to

(1)

Sea Pacific Power
Athos Enemy Loulslena
Cemrel Hudson Ms a Eledne
Kinder Morgan
Chesapeake Uillilbi
Orange a Rockland Utilizes
Centerpoklt Energy Minnesota Gas
Puck! Service edit a Gas
Consumers Energy
Puget Sound Energy
SEMCO Energy Gas
Vvlseonsin Public Sewlce
wssnnnsan PBWBI' and Llghl
Fnmuurg Gas & Eledrk:
PPL Gas
ConnedlcutNatural Go
Delmarva Power a. Light
Southern Unlon
Ammos Enerov

04126108
05125105
0712410B
cstzclos
oarzems
10120108
11102108
I 1108108
I 1121108
01105107
011081107
01/11107
01119107
0 vze/o7
02108107
03114117
as/zomv
03122107
03129107

WM
Ml
\M
VVI
MA
PA
CT
DE
MO
TX

1o.so
10.40
9.80

11.00
10.75
s to
0.71

10.00
11.00
10.40
11.00
10.00
10.80
10.00
1040
10.10
10.25
10.50
10.00

(1)
(1)

(2)

(12)

5.80
5.s1
5.81
5.96
5.96
5.90
5.90

4.82
4.1 I
3.20
4.ea
4.55
3.60
371
4.oo
5.02
4.B0
s.2o
s 10
5.00
4.19
4.59
4.14
429
4 ea
4.10

Average 10.38 as

51.79
53 .ea
46 so
36.06
47.90 (2)

4s.1e % 6.00 as 4.aa %

10.48 % 45.92 % 4.59 asAverage cl Lltigaied Cases 5.as %

8.60 'A

.al

Prospective Yield on A Rated Publlc fumy Bonds (11)

Avatage Spread bolwoan Authofmed Returns on
Common 5wiiv and Moody's A named Pubic urey
BD1\d Yldds 4.59

11.19 asReality Check Indicated Common Equlty Cos! Rate

Niles: (1) Dldef followed etlpulallon or aelilemeni by the parties. Decision
penlwleu; nu! neeesserlly precedent-aeWng or spedNoally adopted
by me regulatory body

(2) wpolhelleal capital slrudure utilized,

(3) Eellmded ,

(4) lmerlm rules Implemented prior no issuance d anal order

(5) Rule change Implemented In rnultble steps.

(5) Walls the Me Increase was Med9120486 and became e11*edlve
w oe, a tlnei order wee not Issued until I2/4¢ue.

m

(a)

Raze lnuesse became 8fl'BdW8111/07.

Capital sum-Aura Induces eos-Ins Items Cr lax audit balaneas at
the overall was d rslnm.

(9) Actual A :sled yield leluesonls the yield of the previous month I! the oder was Issued on or alter the 21st of s dm month, or
the yield d two months prior If the order was Issued on or beflorc the2001 d each mouth. For example. the yield far 11/2/08
is the A salad Public Ullllty yield for September zoos and the yield for4/26/07 Is the A rated Public WW yield for March
20o1.

(lo) Column a - Column 5.

(11) From Shut 1 of Brawn FJH-ID.

(12) Commission adopiad a allpulaieni PBR plan under whldl 75% d eamhgs above a 10.5% ROE How to ratepayers

Soule of Information: Major Ram Case Dudslons - Janualy 2005 - December zoos, Published by Ragulalory Researdl Assodales, Ina, An SNL
Energy Company

Regulatory Focus - Regulalury study, Major Rats Case Daclaions - January-March2007, April a 2007, Published by Regulatory
Research Asscclsles, Inc_ An SNL Energy Company

Melicent Bond Record Monthly Update, May2007. Vol 14, no. 5



Volume Ill

Testimony

7



IN THE MATTER OF

SOUTHWEST GAS CORPORATION

Docket No. G-01551A-07-

PREPARED DIRECT TESTIMONY

OF

JAMES L s CATTANACH

ON BEHALF OF

SOUTHWEST GAS CORPORATION

August 31, 2007



Table of Contents
of

Prepared Direct Testimony
of

JAMES L. CATTANACH

Description Page No.

INTRODUCTION. I 1

II I VOLUME AND CUSTOMER ADJUSTMENTS I I i I I 2

III • DECLINING RESIDENTIAL CONSUMPTION PER CUSTOMER. 9

Appendix A - Summary of Qualifications of James L. Cattanach

Exhibit No. (JLC-1)

Exhibit No. (JLC-2)



Southwest Gas Corporation
Docket No. G-01551A-07-

BEFORE THE ARIZONA CORPORATION COMMISSION

Prepared Direct Testimony
of

JAMES L. CATTANACH

INTRODUCTION

1Q.

A. 1

2Q.

A. 2

Q. 3

A. 3

Please state your name and business address.

My name is James L. Cattanach. My business address is

5241 Spring Mountain Road, Las Vegas, Nevada 89150.

By whom are you employed and in what capacity?

I am employed by Southwest Gas Corporation (Southwest or

the Company) as Manager/Demand Planning in the Systems

Planning Department.

Does Appendix A summarize your educational background and

business experience?

Yes, it does.

Q. 4 Have you previously testified before

commission?

any regulatory

A. 4 Yes.

Q. 5

1

2

3

4

5

6 I.

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25 A.

26

27

5

I have testified before the Arizona Corporation

Commission (Commission) , the Public Utilities Commission

of Nevada, the California Public Utilities Commission,

and the Federal Energy Regulatory Commission.

Briefly describe the purpose of your prepared direct

testimony in this proceeding.

I sponsor testimony in support of Southwest's billing

determinants (number of bills and terms) for the test

period, and associated adjustments to the recorded number

Form No. 155.0 (03/2001) Word



that a

inof

present

the short-

of bills and terms. The billing determinants for the

test period are set forth in Schedule H-2, Sheets 1 to 4

and are utilized in the development of revenues and

proposed rates in Southwest's application.

I also testimony provides

description and long-term trends

residential per customer that occurred in

Southwest's Arizona rate jurisdiction.

consumption

VOLUME AND CUSTOME:R ADJUSTMENTS

Q. 6

A. 6

Please describe the methodology Southwest utilized to

develop the billing determinants (number of bills and

terms) for the test period.

The billing determinants were developed by compiling the

monthly recorded number of bills and t e r m s by rate

schedule for the 12-month period ended April 30, 2007,

and making a number of adjustments to the recorded

information.

Q. 7

1

2

3

4

5

6

7

8

9 11 .

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

A. 7

Please describe the adjustments to Southwest' s recorded

number of bills and terms for the test year.

Southwest made the following adjustments:

(1) Billing Adjustments;

(2) Volume Annualizations;

(3) Customer Reclassifications;

(4) Weather Normalization;

(5) Customer Annualizations; and

(6) Post Test Period Adjustments.

The details supporting the adjustments are shown in the

Form No. 155.0 (03/2001) Word



Q. 8

A. 8

H-2 Workpapers.

Why have you made these adjustments to the recorded

number of bills and terms for the test year?

The purpose of the six adjustments is to ensure that

Southwest's test period number of bills and volumes

accurately reflect a full 12 months of consumption under

normal weather conditions for the development of revenues

Q. 9 Has

and proposed rates.

Southwest made any changes to methodology

utilized to develop the billing determinants for the test

the

A. 9

period?

No . Southwest has utilized the same

for both

methodology to

its 2000develop the billing determinants

(Docket No. G-01551A-00-0309) and 2004 G-

01551A-04-0876) general rate cases filed in Arizona and

(Docket No.

Q.

approved in Decision Nos. 64172 and 68487, respectively.

10 Please the of Southwest's proposed

A.

explain purpose

"Billing Adjustments . "

10 After compiling recorded test year information, billing

correct

year .

Adjustments

anomalies were investigated to ensure that the

consumption level is reflected for each month in the test

A of the corrections for Billing

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

majority

involved restating the monthly consumption

l eve l s  f o r  cus t omer  b i l l s  t o  re f l e c t  ac tua l  mon th l y  u sage

wi th no impact upon the t o t a l t es t pe r i od sa l es . Th is

i s thatadjustment necessary to the monthly

adjusted volumes reflect an accurate portrayal of actual

ensure

Fawn No. 155.0 (aw ) Word



test period consumption.

values would af fect the

Otherwise,

r e l i a b i l i t y  o f the regression

"Weather Normalization"

distorted monthly

associated with the

Q. 1 1

analyses

adjustments, which are addressed later in my testimony.

Please explain Annual ization"Southwest's "Volume

adj ustments .

A. 1 1

Volume

U p o n  c o m p l e t i o n  o f  t h e  p r o c e s s  o f  c o r r e c t i n g  f o r  B i l l i n g

Adjustments, cus tomer-spec i f i c Annua l i z a t i on

adjustments were performed to r e f l e c t a f u l l year o f

consumpt ion for  each customer.

r e s i d e n t i a l  a nd  sm a l l  c om m e r c i a l  c u s t om e r  c l a s s e s  b i l l e d

This adj vestment excludes

involves

dur ing A p r i l 2007, which are ad justed separa te ly and

addressed l a t e r i n my test imony. Th is process

es t imat ing a d d i t i o n a l consumption for  months dur ing the

t e s t  p e r i o d  f o r  w h i c h  a  n e w  c u s t o m e r  w a s  n o t  o n - l i n e  o r

was c l e a r l y i n a s t a r t -up phase, as w e l l as removing

t o whoattributable customers

Q. 12

consumption spec i f i c

discontinued service during the test period.

Southwest'sPlease o u t l i n e the o f "Customer

A. 12

purpose

Reclassification" adjustments.

Southwest performed Customer Reclassification adjustments

to ensure that customer-specific consumption reflected a

full 12 months of usage under the correct rate schedule.

impact the overa l l

number of bi l l s or volumes for the test period.

Customer Reclassi f i cat ions do not

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

Q. 13

A. 13 Weather

Explain the purpose of Weather Normalization adjustments.

performedNormalization adj ustments were t o
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accurately depict monthly test period volumes

normal weather conditions. To the extent that weather for

under

the test year deviates from normal weather conditions,

heat-sensitive consumption per customer must be adjusted

to accurately represent monthly test period volumes under

normal weather conditions.

For the test period, actual billing cycle heating

degree days were approximately 0. 6 percent warmer-than-

normal in Tucson, and approximately 2.5 percent colder-

than-normal in phoenix. As a  resu l t of  these deviations

from normal weather, adjustments to test period volumes

were computed to reflect anticipated volumes under normal

weather conditions.

Weather Normalization adjustments were

for following

residential ; multi-family residential ;

the rate schedules :

completed

single-f Emily

single-family low

income resident ia l ; mul t i -fami ly low income residential ;

special res ident ia l ; the master-metered apartment, small

armed forces and large commercial classescommercial,

within the general service; the master-metered mobile

home park; and weather-sensitive customers whose volumes

are aggregated under a single transportation service

Q . 1 4

agreement I

What heating degree day standard did Southwest utilize to

weather normalize the heat-sensitive volumes for the test

1
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g
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23

24

25

26

27 A. 14

period?

Southwest utilized a ten-year average (120 months ended
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Q. 15

April 2007) o f heating degree days t o represent normal

weather conditions. Southwest has consistently ut i l ized

ten-year average heating degree days to weather normalize

test period volumes i n every general rate case f i l e d

since 1986 (U-1551-86-300, U-1551-86-301, U-1551-89-102,

U-1551-89-103, U-1551-90-322, U-1551-92-253, u-1551-93-

272, U-1551-96-596, G-01551A-00-0309, G-01551A-04-0876).

Please explain Southwest' s procedure for calculating the

Weather Normalization adjustments.

A. 15 Southwest utilized regression analysis to quantify the

relationships between actual monthly consumption per

customer and weighted heating degree days for each heat-

The monthly consumption per

heating degree day f actors (the regression coefficients)

quantified in the regression analyses were then applied

to monthly weighted heating degree day deviations from

sensitive customer class.

normal, to quantify the corresponding adjustments to

Q. 16

consumption per customer.

Were there any other adjustments made to the number of

bills or volumes for the test year under present rate

schedules?

A. 16 Yes. "Customer Annualization" adjustments were computed

for the residential rate schedules and small commercial

customers within the small, medium, and large general

service rate schedules.
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Q. 17 What was

Annualization adjustments?

method t o develop the Customer
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A. 17

the customer additions by

usemonthly average

Q. 18

Southwest utilized the same methodology adopted by the

Commission in Decision Nos. 60352, 64172 and 68487. This

Customer Annualization methodology was recommended by

both Utilities Division Staff witness Michael L. Bros cf

and RUCO witness Marylee Diaz Cortez in Southwest's 1996

general rate case (Docket No. U-1551-96-596) , and adopted

in Decision No. 60352. This method captures the seasonal

nature of test year customer growth by comparing the

number of customers in the last month of the test year,

April 2007, to the same month of the prior year, April

2006. The growth in customers is then prorated across the

test period in declining intervals with 11/12ths of the

adjustment in the first month of the test period (May

2006) , 10/12ths in the second month (June 2006) and so

forth. Adjustments to annualize volumes were made by

multiplying monthly the

respective weather-adjusted per

customer. Customer and volume adjustments are then added

to the weather-normalized monthly bills and volumes to

produce annualized test period monthly bills and volumes.

Why were the Customer Annualization adjustments only

performed the residential small commercialfor and

A. 18

customer classes?

With the exception of the residential rate schedules and

the small commercial class within the general service

rate schedules, all other rate schedules were annualized

1
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e
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27 by individual customers, based upon customer-specific
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information . customer-specific

adjustments were covered under the Volume Annualization

adjustments previously discussed in my testimony. Because

of the sheer magnitude of the residential and small

These annual ization

commercial customer classes, which include thousands of

bi l l ing records r e a ch individual 's billing

history perform

annualization adj ustments was

to

tracking

customer-specific b i l l i n g

impractical. Accordingly,

o r

Customer Annualization adjustments were performed using

the outl ined methodology for the residential  and smal l

commercial customer classes .

Q. 19

A. 19

Were any other adjustments required?

Yes. "Post Test Period Adjustments" were made to the test

period bills and volumes by rate schedules that reflect

known and measurable changes that will occur after April

2007 for two of Southwest's largest customers. F i rs t ,

Euro fresh, which currently takes service on rate Schedule

No. G-25(TE), executed an agreement to begin service

under the Special Procurement Agreement provisions of

G-30.Southwest's rate Schedule No. Euro fresh
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27

expected to begin taking service under this agreement on

September 1, 2007. Therefore, the  test  per i od b i l l s  and

volumes for rec lass i f i edEuro fre s h were from rate

Schedule No. G-25(TE) to rate Schedule No. G-30. Second,

Tucson E l ec t r i c Power Company expressed i t s intent to

bypass Southwest and take serv i ce  d i rect l y from El Paso

Natural Gas Company at i t s Sundt Generating Station.
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Accordingly, the test period bills and volumes for the

Sundt Generating Station have been removed from the rate

case • Finally, and volumes for full-margin

to theircustomers were reclassified

rate schedules to reflect pricing for

Q. 20

transportation

applicable sales

these customers at present rate schedules.

Please thesummarize adj ustments for the

A. 20

performed

preparation of the b i l l i n g determinants for the test

period.

The impact of each adjustment i s reflected in the number

of b i l l s and volumes for the test period presented i n

Schedule H-2, Sheets 1 to 4. A l l  o f  the adjustments were

performed to ensure the accuracy and propriety of the

number of bills and terms used to establish rates.

DECLINING RESIDENTIAL CONSUMPTION PER CUSTOMER

Q. 21

A. 21

Q. 22

Describe the residential consumption per customer trend

in Arizona.

Southwest experienced significant declines in residential

consumption per customer over the last 21 years.

Were the declines in residential consumption per customer

reflected in the general rate cases Southwest filed over

the last 21 years?
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A. 22 Yes. consumption per

customer declined from 556 terms in the 1986 rate case

Weather-normalized residential

(Docket Nos. U-1551-86-300, U-1551-86-301) t o  3 3 2  t e r m s

in the current case. Between the 1986 and the 2007 rate

cases, Southwest experienced a decline of 224 t e r m s or
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40.2 percent. Between Southwest's 2004 (Docket No. G-

01551A--4-0876) and 2007 rate cases, weather-normalized

res i dent i a l consumption per customer dropped from 347

terms to  332  te rms resu l t i ng  i n  a  dec l i ne  o f  15  te rms

and 2007 rate

or 4.3 percent. This equates to an approximate decline of

6 terms per year between Southwest's 2004

The declinescases I in consumption per

customer utilized in Southwest's general rate proceedings

residential

between 1986 and 2007 are graphically presented i n

Exhibit No.

Q. 23

(JLC-1).

Have you performed any other analysis that illustrates

the significant declines in residential consumption per

customer associated with Southwest's previous general

rate cases?

A. 23 Southwest also examined the historical trend inYes,

residential caseload consumption customer by

examining residential consumption per customer for the

month of August associated with each test year included

in the historical rate Because zero

per
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case comparison.

heating degree days are recorded during August in Tucson

and Phoenix for each test year, August is an ideal

to analyze the historical trend in caseload consumption.

Between the 1986 rate cases and the 2007 rate cases,

August consumption per customer has declined from 16.4

terms to 9.6 terms, respectively. This is a decline of

6.8 terms or 41.5 percent between the 1986 and the 2007

rate cases. August caseload consumption per customer has

month
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dropped four-tenths of a therm or 4 percent since the

2004 rate case. The significant downward trend in August

customer depictedconsumption per

attached Exhibit No.

i s i ngraphically

(JLC-2) . This analysis provides

empirical support that declining residential consumption

with heatingcustomer i s occurring both space

Q. 24

A. 24

per

(seasonal) and caseload consumption.

What are the primary reasons that residential consumption

per customer has declined over the last 21 years?

The dramatic decline i n residential consumption per

customer occurred because o f continued

improvements

Southwest's customer

primarily

in dwelling and appliance efficiencies of

base. In fact,

residential

the relatively

pronounced declines i n

Q. 25

consumption per

customer that began in the 1990s roughly coincide with

the implementation of the Energy Policy Act of 1992.

What roles have existing and new customers played in the

decline of overall residential consumption per customer

in Arizona?

A. 25 For new customers, their appliances and dwellings reflect

by legislation,

building codes, and competition among builders to deliver

The resulting lower

efficiencies mandated federal local

a more energy efficient product.

residential consumption per customer for new customers

exerts downward o n overall residential
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pressure

consumption per customer. For existing customers,

turnover or replacement of older appliances with more

the
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efficient, newer appliances contributes to the decline in

overall consumption per customer. Southwest expects that

a certain number of existing residential customers will

adopt conservation related to theenergy practices

thermal integrity of their homes which results in lower

overall residential consumption per customer. Therefore,

efficienciesthe improved of natural

Q. 26

energy gas

appliances and dwellings for both new customer additions

and existing customers contributed to the overall decline

in residential consumption per customer.

significantI s the downward trend in residential

consumption per customer unique to Southwest's Arizona

service areas?

A. 26 No. Southwest also experienced significant declines in

residential consumption per customer itsin Nevada and

Association

California service areas. In addition, the American Gas

thathas performed studies a

Q. 27

A. 27

identify

national phenomenon of declining residential natural gas

consumption per customer.

What do you anticipate in the way of future declines in

residential consumption per customer?

overall residentialexpect

normalized)

consumption

to continue declining for the foreseeable

future. A number of factors foreshadow further declines

(weather
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in residential consumption per customer. Consumers are

increasingly encouraged energy

practices. For example, the Energy Policy Act of 2005

to adopt conservation
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provides tax incentives for appliance manufacturers I

consumers and home builders energy

conservation. The continued

pursue

emphasis on energy

householdenergy-related

expenditures and the heightened interest in conservation

measures and practices to mitigate CON (carbon dioxide)

emissions by residential dwellings into the atmosphere

will contribute to the likelihood of this scenario. The

conservation t o reduce

also a reasonable that home builders i n

Arizona

issue of global warming and how consumers can participate

in carbon abatement measures through reduced household

energy consumption will be an important component of both

state and federal energy policies in the future. It is

hypothesis

continue pursue higher energy

efficiencies in the new homes built in the future. In

t o

2006, Arizona ranked second in the nation in terms of

Energy Furthermore,

Southwest is currently implementing a number of new and

Star-certified home S built l

energy

programs which will have the effect of

expanded efficiency (demand-side management )

further lowering

Q. 28

residential consumption per customer.

Please summarize the results of your research related to

the phenomenon of declining residential consumption per

customer in Arizona.

A. 28 The most recent data indicates residential consumption
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per

structural change in residential natural gas consumption

customer i n Arizona continues t o decline . The
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customer that occurred in the mid-1990s continuesper

through the present. It is my belief that improvements in

dwelling and efficiencies andappliance

response to higher natural gas prices and bills by both

existing and new customers contributed to the historical

consumers'
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Q. 29

A. 29

declines in residential consumption per customer and are

expected to continue to have downward pressure on overall

residential consumption per customer in the future.

Does this conclude your prepared direct testimony?

Yes, it does.
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Appendix A
Page 1 of 2

stm42xRy OF QUALIFICATIONS
JAMES L. CATTANACH

The re a fte r i n 1990,

I graduated from Utah State University, Logan, Utah,

with a Bachelor of Science degree in Economics i n 1983.

I graduated from the University of

withNevada I

Economics •

Las Ve ga s a Master o f Arts degree i n

Planning Department.

In 1984, I joined Southwest Gas Corporation as a Load

Research Analyst in the Rate Department. In September 1985,

I was promoted to the position of Economist in the Resource

Planning Department. In November 1993, I was promoted to

Senior Economist i n the Revenue Requirements and Resource

In August 2002, I was promoted to

Planning Department. I n J uly

was to current po s i t i o n a s

Supervisor i n the Systems

2003, I promoted my

Manager/Demand Planning i n  t h e Systems Planning Department.

I am responsib le f o r the development of  weather normalized

b i l l i n g determinants fo r rate cases, the development of

shor t - and long-range demand forecasts f o r ra te cases and

systems planning, ana lys i s and monitoring o f the reg iona l

economy in each of  Southwest 's rate j u r i s d i c t i o n s , assorted

load research activities, and the ongoing review of weather

normalization days.

supervise three analysts and two economists in the Systems

Planning Department.

procedures a nd he a ting degree I



Appendix A
Page 2 of 2

Lecturer

Since 1989,

thei n College of o f

Economics I a t the

I have held the position of Adjunct

Department

Las

Business,

of Nevada, I

teach a n

University

Applied

Vegas.

Analysis and

previously taught

Microeconomics, and Macroeconomics.

currently Regression

Forecasting course each Fall and Spring Semester. I have

Businesscourses i n Statistics,

study of Economics,

both public utility ratemaking and load forecasting. I am a

In addition to receiving my formal degrees in the

I have attended seminars related to

member o f the American Statistical Association,

NationalInternational Association for Energy Economics,

Association of Business Economics, National Association of

Forensic Economics, Institute of Business Forecasting, and

Southern Nevada Population and EstimationProjection

Committee. I am. also a contributing panel member of the

Western Blue Chip Economic Forecast published by the Bank

Outlook Center, W.P. Carey College

Business, Arizona State University. Between 1997 and 2000,

I was an advising member of the Energy Economics Project

Advisors Group, at The Gas Research Institute.

One Economic o f
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Southwest Gas Corporation
Docket No. G-01551A-07-

BEFORE THE ARIZONA CORPORATION COMMISSION

Prepared Direct Testimony
of

FRANK J. MAGLIETTI, JR.

INTRODUCTION

Please state your name and business address.

My name is Frank J. Maglietti, Jr.

is 5241 Spring Mountain Road, Las Vegas, Nevada 89150-

0002 I

My business address

Q. 2

A. 2

Q. 3

By whom are you employed and in what capacity?

I am employed by Southwest Gas Corporation (Southwest) as

Senior Specialist in the Pricing and Tariffs Department.

state your education background and business

A. 3

Q. 4

A. 4

Please

experience.

My background and experience are reflected in Appendix A.

What is the purpose of your direct testimony?

I sponsor Southwest's customer class cost of service

study (CCOSS) , an amendment to Southwest' s Purchased Gas

Cost Adjustment, and a ministerial tariff change to

remove the references to Title Assignment Service in the

Interstate Pipeline Capacity Services Provision of the

tariff. I also sponsor several summary schedules

identified in the Table of Contents for Volume II of the

application.
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II | cLAss COST OF SERVICE STUDY

Q. 5 What is the purpose of preparing a Class Cost of Service
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Study (CCOSS)?

A. 5 The purpose of a CCOSS is to determine the cost of

providing service to each customer class. The CCOSS

provides

investment, or economics, of the service provided to each

customer class.

the parties a tool t o evaluate return o n

Q. 6

A. 6 rate

Please explain the CCOSS methodology.

The CCOSS apportions or "allocates" Southwest's

base, operating costs and taxes to each of Southwest's

customer classes based o n various cost causation

Subtracting operating costs from revenue

for each class yields the net income by class of service.

Net income divided by rate base produces the rate of

return (ROR) for each rate class. The Company can then

gauge the economics of providing service to various

customer classes by determining whether customer class'

revenues are sufficient to recover

determinations I

A&G, depreciation and taxes) while

all expenses

still

(o&M,

providing

investors a sufficient enough return to continue

Q. 7

attracting capital.

describePlease the costs f factored into the CCOSS

A. 7

methodology?

The following are apportioned or allocated via the CCOSS

to each of Southwest's customer classes based on various

cost causation determinations:

1
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• Capital

include the cost of meters, pipes, regulators, and

investment i n facilities. These costs
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other equipment necessary to deliver natural gas to

Investment in these f facilities comprisescustomers c

the  ma jority of wha t is  ca lle d  "ra te  b a s e " i n th e

CCOSS;

Operating and Maintenance (O&M)

cos ts  are  d i rec t ly  at t r ibutab le  to  p rov id ing  serv ice

expenses I These

in Arizona, s uch a s  the  cos t of ma te ria ls  a nd la bor

to maintain Southwest's mains, services, meters, the

provide customercost read meters and to

information and customer assistance;

• Administrative and General (A&G) expenses.

costs are not directly attributable to Southwest's

Arizona operations, but nonetheless support those

These cost include

The s e

•

operations at a corporate level.

the billing and accounting systems;

This includes theAnnual depreciation expenses.

depreciation costs associated with Southwest's

investment i n f a c i l i t i e s t o serve customers; and

• State and federal income taxes.

Q. 8

A. 8

How is the CCOSS used?

The CCOSS is used as a tool to develop the proposed rate

fu l ly by Southwestdesign, which i s d i s cu s sed more

Q. 9

witness Mr. Brooks Congdon.

Has Southwest changed the CCOSS methodology utilized in

recent Arizona rate cases?

A. 9

1

2

3

4

5

6

7

8

9

1 0

11

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

21

2 2

2 3

2 4

2 5

2 6

2 7

No, the overall embedded CCOSS methodology and model are

the andS are ones used by Southwest supported by

Form No. 155.0 (03/2001) Word ..3-



in this case,

Commission Staff i n Southwest's l a s t general rate case.

However, Southwest changed how certa in

accounts (or costs) are al located to each customer class

correct l y matcht o more how they are incurred o n

Q. 10

Southwest's system.

Please describe Southwest's proposed allocation changes

appropriately allocate theand explain how they more

costs ¢

A. 10 Southwest proposes the following modifications:

Changing Southwest' s calculation of the coincident

peak demand (CP) allocation factor by basing the CP

allocation factor on peak; month throughput rather

than a combination of three-day sustained peak data

and peak month throughput used in the previous case.

This change establishes consistency in the data used

•

•

to develop the CP allocation factor;

Changing the allocation for measuring and regulating

station plant and expenses (accounts 378, 875 and

889) by apportioning these costs using distribution

mains (allocation factor 2.2 in the CCOSS) instead

Allocating these accountsof using throughput.

using distribution mains more accurately reflects

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

•

the actual use of these facilities;

Finally, various components of "Other Revenues" are

allocated separately based on the characteristics of

each component, rather than as a single item, which

more accurately reflects the cost.

Form No. 155.0 (03/2001) Word



Q. 11 Please briefly summarize Southwest's Monthly PGA

A. 11

The monthly mechanism utilizes a

Q. 12

process.

Southwest' s monthly gas cost adjustment mechanism has

been in effect since June, 1999, and benefits Arizona

customers by reducing the fluctuations in the cost of gas

billed to customers.

twelve month rolling average of actual gas costs to

calculate each month' s rate. The original mechanism

included a $0.07 per therm PGA bandwidth to limit the

movement of the monthly PGA rate over a 12-month period.

In other words, rates could not change by more than $0.07

upward from the lowest rate during the previous twelve

months or $0.07 downward from the highest rate during the

previous twelve months. The $0.07 per therm bandwidth

was later raised to $0.10, and then further raised to the

current $0.13.

How has the bandwidth limit on changes in the monthly gas

cost affected Southwest's purchased gas cost adjustment

mechanism?

The bandwidth limit has had the desired effect on ArizonaA. 12

customers of "smoothing" rate changes so that no drastic

month-to-month .changes

increased

occur from However, given

natural

1 111. PURCHASED GAS COST ADJUSTMENT (PGA)

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

price volatility in today's gas

markets, the current $0.13 bandwidth has proven to be a

relatively restrictive limit on monthly rate changes, and

has had the negative effect of creating large balances in

Form No. 155.0 (03/2001) Word
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Southwest's cost balancing Iron i ca l l y

hassmoothing

resu l t ed  i n  the  need  to

gas

month-to-month changes

account •

i n PGA rates

i n

implement signi f i cant one t ime

to recover unde r-

Q. 13 How ha s the

A. 13

changes Southwest's surcharge

collections in the gas cost balancing account. For

example, the Commission approved Southwest's request for

a surcharge of $0.11000 per therm effective January 31,

2006 to recover deferred gas costs.

$0.13 per therm bandwidth affected the

recovery of Southwest's deferred gas costs?

Since its implementation in March 2006 through today, the

$0.13 bandwidth has resulted in an additional amount of

$24 million in deferred or under-recovered gas costs

versus what would have occurred had no bandwidth been in

place over the same time period.

Does Southwest haveQ. 14

A. 14

a proposal that w i l l improve the

current PGA methodology?

Yes. Natura l gas commodity p r i ce s change da i l y i n the

market, but the ove ra l l t rend of gas costs has been

upward s ince 1999. I n June 1999, when Southwest's PGA

mechanism, inc luding a $0.07 per  therm bandwidth l imi t  on

monthly changes, was implemented, the monthly Inside FERC

at the Permian Basin was $.208 per therm.

originally effective bandwidththe was

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

index p r i c e

Therefore,

approximately percent o f index p r i c e .

comparison, the Inside FERC index p r i c e at the Permian

Bas in fo r June 2007 was $.698 per therm, or over three

34 the I n
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times the cost of gas in June 1999. During the same time

period, the bandwidth only increased to $.13 per therm,

which represents approximately 19 percent of current gas

costs •

Southwest proposes to increase the bandwidth limit to

$0.24 per therm so the bandwidth limit, as a percent of

market gas prices, is restored to its original level.

Changing the limit allows the monthly PGA rate to more

closely follow the natural gas market, which results in

more accurate price signals to customers and reduces the

need for, and magnitude of, any surcharge rate

adjustments in the future. Finally, the proposed change

is in line with the percentage increases recommended by

RUCO and Staff for UNS Gas' PGA bandwidth limit in that

company's current rate case application.

Q. 15 Will increasing the $0.13 per therm bandwidth limit to

$.0.24 per therm result in

changes in Southwest's gas cost rate?

A. 15 No. Southwest's monthly gas cost calculation will still

be based on a 12-month rolling average which smoothes out

the peaks and valleys and therefore mitigates the effect

of price volatility in the natural gas markets.

excessive month-to-month

Q. 16 Please briefly describe the proposed ministerial change

to Southwest's tariff.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

1 g

20

21

22

23 IV I MINI STERIAL TARIFF CHANGE

24

25

26

27

A. 16 In addition to the

Southwest witness Mr.

rate design changes addressed by

Brooks Congdon, Southwest proposes
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to remove the references to Title Assignment Service in

the Interstate Pipeline Capacity Services Provision of

th e  t a r iff.

The Interstate Pipeline Capacity Services Provision

currently contains a section on Title Assignment Service

for operating agreements executed prior to April 1, 1993.

Southwest no longer has any Ti t le Assignment Operating

Agreements executed prior to Apri l 1, 1993. Therefore,

to eliminate the Ti t le AssignmentSouthwest proposes

section of the schedule.

Please describe the schedules you are supporting.

There are two schedules summarizing the results of the

at present and proposed rates.

illustrates the rate of return on rate base at current

CCOSS Schedule G-1

rates by rate schedule.

rate of return on rate base at proposed rates by rate

Schedule G-2 il lustrates the

schedule .

S che dule  A-1 a nd S che dule s  H-1 through H-4, which I

am sponsoring, summarize the distribution of Sout1'1west' s

among customer classes and show theproposed increase

dollar .and between Southwest'spercentage change

currently effective rates and its proposed rates.

sheets included in Schedule Nos. C-1 and C-2 quantify the

The

differences in Southwest's recorded sales and revenue

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

bills and volumes.

data and similar data annualized at adjusted test period

Schedule E-7 is a simple compilation
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2

3
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12
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14

15

16

17

18

19

20

21

22

23

24

25

26

27

Q. 18

A. 18

of recorded, customer and sales data for three twelve-

month periods prior to the test year in this case.

Does this conclude your prepared direct testimony?

Yes, it does.

Form No. 155.0 (03/2001) Word
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Appendix A
Page 1 of 1

SUMMARY OF QUALIFICATIONS
FRANK J. MAGLIETTI, JR.

I graduated from Central Washington University in

1991 with a Bachelor of Science degree in Economics. I

received a Master o f Science i n Economics from the

Commission i n 1993. career with

University of Wyoming in 1994. I began my utility career

as a utility rate analyst with the Washington Utilities and

My

analyst.

Transportation

Southwest began i n 1997 a s a I wasrate

subsequently promoted to a Specialist/Pricing and Tariffs

in 1999, and was promoted to my current position as a

Senior Specialist/pricing and Tariffs in 2005.

I report to the Manager/Pricing and Tariffs.

primary responsibilities include the development of Class

Cost of Service Studies and rate design, as well as other

My

pricing and tariff analyses.
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BEFORE THE ARIZONA CORPORATION COMMISSION

Direct Testimony
of

RALPH E. MILLER

8 A. Expert Vwtness Qualifications

9 Q. 1 Please state your name and business address.

1 0  A . 1 My name is Ralph E. Miller. My office is at 5502 Western Avenue, Chew

Chase, Maryland 20815.

By whom and in what capacity are you employed?

I am self-employed as an independent consulting economist.

Please summarize your professional qualifications.

l am an economist specializing in the fields of utility regulation, industrial

organization, and public policy towards business. I have more than thirty-five

years of experience in public utility and related energy work, both as a

consultant and in government. I am the author of several published reports

and papers on public utility economies and energy matters, and I have

testified in more than 30 different jurisdictions in a total of more than 300

public utility and other proceedings. I also have several additional years of

experience in government and as a university teacher in antitrust, energy

demand forecasting and supply analysis, and other areas of economics and

energy.

Qver the years, I have addressed almost all aspects of gas and

electric 1 utility regulation, including rate of return, accounting and revenue

requirements, rate design and cost of service, electric fuel and purchased

12 Q .  2

1 3  A . 2

1 4  Q . 3

1 5  A . 3



1

2

3

4

5

6

7 Q. 4

8

9 A. 4

10

11

12

13

14

15

16

17 B. Introduction. Summary, and Conclusions

18 Q. 5 What is the purpose of your prepared direct testimony in this proceeding?

19 A. 5 The purpose is to describe and discuss the regulatory policy referred to as

20 "revenue decoupling" and the benefits of revenue decoupling to Southwest

21 and its customers.

22 Q. 6 What is revenue decoupling?

23 A. 6 Revenue decoupling is a rate design alternative to traditional rate design.

24 Under traditional rate designs, a large fraction of a utility's non-gas cost

25 recovery is achieved through volumetric rate components. Revenue

26 decoupling breaks or weakens this linkage between a gas utility's non-gas

27 revenues and its volumetric sales or total throughput. £411 revenue

gas cost recovery, industry structure and the role of competition, incentive

ratemaking and other types of innovative rate designs, gas and electric

supply planning and power plant licensing, productivity and efficiency, and

the determination of marginal, incremental, and avoidable costs.

Attachment A to this testimony provides additional information about

my education and professional experience.

Are you famil iar with Southwest Gas Corporation (Southwest, or the

Company)?

Yes. I testified on rate design issues as a witness for the Commission Staff

in Arizona in Southwest's 2000-2001 base rate case, Arizona C.C. Docket

No. G-01551A-00-0309. In Nevada, I testified as a witness for the Company

in its 2004 base rate case, Docket No. 04-3011. l also testified in Nevada as

a witness for the Commission Staff in the 1991 investigation of Southwest's

purchased gas costs, Docket Nos. 90-1109 and 90-1110, and on rate design

in Southwest's 1982 base rate cases, Docket Nos. 82-398 and 82-399.



1

2

3 Q. 7

4 A. 7

5

6

7

8

9

10

11 Q. 8

12 A. 8

13

14

15

16

17

18

19

20

21 Q. g

22

23 A. 9

24

25

26

27

decoupling eliminates the linkage completely. Partial decoupling weakens

the linkage but does not eliminate it.

Why is revenue decoupling important?

Traditional rate designs hamper a company's ability to recover its authorized

cost per customer because non-gas revenues vary with weather-related and

other changes in use per customer. Traditional rate designs also penalize

utilities for promoting economically efficient conservation. Full revenue

decoupling is important because it solves these problems. It promotes a

utility's financial health, while allowing the utility to aggressively promote

economically efficient conservation with no attendant financial harm.

How does full revenue decoupling work?

For gas distribution companies, full revenue decoupling typically involves a

reconciliation between a utility's actual non-gas revenue per customer in

each customer class and the allowed level of non-gas revenue per customer

established in the utility's most recent base rate proceeding. If sales per

customer increase and actual non-gas revenue per customer exceeds the

allowed test year level, then the excess is returned to the affected customer

class by a rate credit. If sales per customer decrease and actual non-gas

revenue per customer is less than the allowed test year level, then the

deficiency is recovered by a surcharge to the affected customer class.

Does full revenue decoupling guarantee that the utility will earn its authorized

rate of return?

No, it does not. The allowed level of test year non-gas revenue per customer

is established in a base rate case. It is sufficient for the utility to recover its

test year non-gas costs approved by the regulatory authority, including a

reasonable return on invested capital. Full revenue decoupling only enables

the utility to continue to recover that same test year level of non-gas revenue



1

2

3

4 Q. 10

5

6 A. 10

7

8

9

10

11

12

13 Q. 11

14 A. 11

15

16

17

18

19

20 Q. 12

21

22 A. 12

23

24

25

26

27 Q. 13

per customer. If the utility's non-gas costs increase for any reason, including

reasons that may be completely beyond the control of the utility, the money

available for return on invested capital also decreases.

Are there other forms of revenue decoupling besides the full decoupling you

described?

Yes. For interstate pipelines, the FERC decoupled revenues from throughput

when it adopted the straight fixed-variable (SFV) rate design in Order 636 in

April 1992, but this form of full decoupling has not been widely adopted for

gas distribution companies. On the other hand, several forms of partial

revenue decoupling have been adopted in many states for gas distribution

utilities. Among them are weather normalization, increased fixed monthly

customer charges, and declining block rates.

Do you recommend full revenue decoupling?

Yes. l support full revenue decoupling for three reasons. First, it removes a

major obstacle to promoting the goals of energy conservation and efficiency.

Second, it is fair to the utility, its shareholders and its customers. Third, it is

likely to reduce the burden on the Commission's regulatory resources,

because greater earnings stability is likely to reduce the frequency of

Southwest's rate cases.

Can you summarize your recommendations regarding the regulatory policy of

revenue decoupling for Southwest Gas' Arizona operations?

I recommend the adoption of full revenue decoupling for Southwest's

residential customers and all but its largest general service customers. The

Company's proposed Revenue Decoupling Adjustment Provision (RDAP)

and Weather Normalization Adjustment Provision (WNAP) together

accomplish full revenue decoupling.

How is the remainder of your testimony organized to explain and support



1

2 A. 13

3

4

5

6

7

8 Q. 14

9 A. 14

10

11 C. Revenue Decoupling Commands Broad Support

12 Q. 15 Is Southwest's request for full revenue decoupling a novel request?

1 3  A . 15 No, certainly not at the present time. The traditional use of volumetric rates

14 to recover fixed costs that are independent of sales volume has been an

15 issue for many years. As I mentioned earlier, the FERC adopted the straight

16 fixed-variable (SFV) method of rate design for interstate pipelines in its Order

17 636 in April 1992. The SFV rate design would now be recognized as "full

18 revenue decoupling", but that term did not come into widespread use until

19 later. Within the past few years, there has been intense interest in full

20 revenue decoupling for gas distribution utilities, and revenue decoupling

21 attracts very broad support.

22 One of the early expressions of support for revenue decoupling was

23 a Joint Statement of the American Gas Association (AGA) and the Natural

24 Resources Defense Council (NRDC), which the AGA and NRDC submitted to

25 NARUC in July 2004. The Joint Statement explained that traditional

26 volumetric rates are a "significant financial disincentive for natural gas utilities

27 to aggressively encourage their customers to use less gas", and it supported

your conclusions?

First, I describe the broad support that revenue decoupling has achieved in

the regulatory community. Second, I discuss why full decoupling is needed

to promote energy conservation and efficiency. Third, l explain the weather

normalization component of revenue decoupling. Finally, I discuss an

alterative rate design that retains many of the features of traditional rate

designs but also achieves partial revenue decoupling.

Is your testimony supported by exhibits?

Yes. I selected Exhibit "1" and Exhibit "2" to support this testimony.

-5-



1

2

3

4

5

6

7

8 Q. 16

9

10 A. 16

11

12

13

14

15 Q. 17

16

17 A. 17

18

19

20

21

22

23

24

25

26

27

"mechanisms that use modest automatic rate true-ups to ensure that a

utility's opportunity to recover authorized fixed costs is not held hostage to

fluctuations in retail gas sales." Exhibit "1 " is a copy of this Joint Statement.

In a Resolution on Gas and Electric Energy Efficiency, adopted by

the NARUC Board of Directors on July 14, 2004, the NARUC Board

encourages State Commissions to review and consider the recommendations

in the Joint Statement. Exhibit "2" is a copy of thisNARUCresolution.

Have weather normalization and revenue decoupling been accepted in other

jurisdictions?

Yes. Within the past several years, there has been intense interest in other

revenue decoupling measures and weather normalization, such as

Southwest's proposed RDAP and WNAP, for gas distribution utilities. The

support for these regulatory policies is very broad and many state regulatory

commissions have adopted them.

Can you briefly describe other examples of the broad support for revenue

decoupling?

Yes. Recently, in June 2007, the State of Nevada adopted legislation to

permit revenue decoupling. Senate Bill No. 437 amends the Nevada

Regulatory Statute and requires the Nevada PUC to "remove the financial

disincentives which discourage the public utility from supporting energy

. to ensure that the costs of theconservation, including ... a mechanism ..

public utility for providing service are recovered without regard to the

difference inthequantity of natural gas actually sold by the public utility ...

Maryland adopted full revenue decoupling for its two large gas

utilities, Baltimore Gas and Electric Company and Washington Gas Light

Company. Their adopted decoupling mechanism is a rate adjustment

(surcharge or credit)torecoup or refund all variations in non-gas revenue per



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16 D. Full Revenue Decoupling. and its Relationship to Energy Con sewafion and Efficiency

17 Q. 18 You stated in your introduction that you support full revenue decoupling

18 because it removes a major obstacle to promoting the goals of energy

19 conservation and efficiency. What do you mean by the term "energy

20 conservation and efficiency"?

21 A. 18 In this testimony, I use the term "conservation" to refer to any programs or

22 actions that are designed to or have been successful in reducing natural gas

23 usage. The concept of energy efficiency is a bit different, because it

24 incorporates a recognition that reduced energy usage sometimes entails

25 other costs. In a March 2007 report to Congress, the U.S. Department of

26 Energy (DOE) defined "energy eff iciency" as "using less energy to

27 accomplish the same level of economic activity or amenity". New Mexico's

customer in each customer class. There is no distinction between weather-

related changes and other variations in use per customer.

California adopted revenue decoupling more than 20 years ago,

where it has long been recognized as an essential complement to that state's

aggressive conservation programs.

More recently, revenue decoupling has also been adopted in several other

states, often in conjunction with conservation programs. Among the states

with full or essentially full revenue decoupling linked to conservation

programs are Oregon, New Jersey, Missouri (for At nos Energy), and Utah

(for Questar Gas Company). Colorado, Indiana, Ohio, and Washington each

adopted at least partial decoupling for one or more gas utilities, sometimes

on a pilot or test basis. A few states, including North Dakota and Georgia,

have allowed full decoupling in the form of straight fixed-variable (SFV) rate

designs.
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2

3

4

5

6 Q. 19

7

8 A. 19
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10

11

12
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14

15

16

17

18

19

20

21

22 Q .  2 0

23

24 A. 20

25

26

27

Efficient Use of Energy Art of 2005 defines "energy efficiency' as "measures,

including energy conservation measures, ... [intended] to result in a

decrease in consumption of electricity and natural gas without reducing the

amount or quality of energy services". These definitions are representative of

what I mean when I refer to energy conservation and efficiency.

Are energy conservation and efficiency appropriate goals to be considered in

utility regulation, including rate cases like the present proceeding?

Yes, these goals are important in the regulation of gas and electric utilities for

two reasons. First, gas and electric utility rates are the prices that the utilities'

customers view when they (the customers) make decisions about their use of

energy, and prices are an important influence on customer behavior. The

pricing of gas and electric utility services thus influences the extent to which

energy conservation and efficiency are achieved in the U.S. economy.

Consideration of these goals in the regulatory process is important

because utilities are in a position to influence energy usage decisions, which

affect energy conservation and efficiency. uti l i ties can do so through

advertising, through promotional programs, and through other activities too

closely tied to the provision of utility services to be conducted independently

by third parties. Regulators seeking to promote energy conservation and

efficiency should establish regulatory policies that encourage utilities to

support the achievement of these goals.

How does full revenue decoupling relate to the goals of promoting energy

conservation and efficiency?

Traditional retail gas rate designs are inimical to these goals. As stated in the

AGA and NRDC Joint Statement, traditional volumetric rate designs interfere

with the promotion of energy conservation and efficiency because they result

in a significant financial disincentive for gas utilities to aggressively promote
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15 A. 21
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25 Q. 22

26 A. 22

27

energy conservation and efficiency.

Traditional rate designs are adverse to energy conservation and

efficiency because they impose a financial penalty on gas utilities whenever

usage per customer decreases. Thus they create a financial disincentive for

the utility to support any program that reduces customer usage, even if that

program is an efficient use of resources for the economy as a whole. Under

traditional rate designs, it is in the financial interest of a gas utility to instead

promote increased customer usage. Full revenue decoupling breaks the

linkage between usage per customer and the gas utility's revenues. By doing

so, it removes the perverse financial incentive for gas utilities to refrain from

promoting decreased gas use at a time when national, state, and regulatory

policies are all directed at achieving energy conservation and efficiency.

How do traditional gas rate designs impose a financial penalty on a gas utility

whenever usage per customer declines?

Under traditional rate designs, a large fraction of a utility's non-gas revenues

is obtained from "volumetric" charges, which depend upon gas usage. When

usage per customer declines, the utility experiences a loss of non-gas

revenue.

This loss of non-gas revenues under traditional rate designs is in

stark contrast with the utility's non-gas costs, which do not change to any

significant or appreciable extent with changes in sales volume. By reducing

the utility's non-gas revenues in response to any decrease in usage per

customer, traditional rate designs deprive the utility of the ability to recover its

unchanging costs of providing service.

How does revenue decoupling address this problem?

Full revenue decoupling breaks the linkage between a gas utility's non-gas

revenues and its sales volume per customer and eliminates the financial
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9

10

11

12

13

14

15

16

17

18

19

20

21 E. Weather Normalization

22 Q. 24 What is weather normalization?

23 A. 24 Weather normalization is a regulatory procedure that adjusts the non-gas (or

24 distribution) charges on customers' bills to reflect normal weather instead of

25 actual weather which may be colder or warmer than normal.

26 In Southwest's proposed weather normalization provision, the

27 adjustment is made each month to reflect the difference between actual and

penalty imposed on the utility whenever usage per customer declines.

Decoupling makes it possible for a utility to join in aggressive promotion of

energy conservation and efficiency without harming itself financially.

Your analysis of revenue decoupling focuses on revenue per customer, not

total revenue. If Southwest is experiencing rapid customer growth and

therefore a growth in total revenue, does that revenue growth obviate the

need for revenue decoupling to maintain revenues per customer?

No, rapid growth in the number of customers is not a solution to the problems

caused by traditional volumetric or throughput-based rate designs in an

environment where sales per customer are decreasing. It is a mistake to

view increasing total non-gas revenues that result from customer growth as

offsetting the adverse effects of declining sales per customer on Southwest's

ability to recover its cost of service under traditional volumetric rates.

New customers and new loads are sometimes said to "pay for themselves",

but that means only that the revenues from the new customers are sufficient

to cover the new and additional costs Southwest incurs to be able to serve

those new customers. Even if new customers do pay for themselves, they do

not pay for themselves and also for the revenues lost when existing

customers decrease their gas usage.

_10-
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normal weather in that month. This timing is similar to Southwest's current

system of making small changes to the monthly gas cost, which has proven

acceptable to customers. Other weather normalization procedures may

apply the bill adjustment with a lag of one or two months or even an entire

winter season.

How does weather normalization benefit customers?

In a month that is colder than normal, most customers use more gas than

they would if the weather were normal. The increased usage causes the

customer's bill to increase, because the customer must pay the purchased

gas charge for the increased usage.

customer must also pay increased non-gas charges for delivery of the

increased usage volumes. A weather normalization adjustment offsets this

further increase in the customer's bill, so the only additional charge in a

colder than normal month is the purchased gas charge for the additional

usage. Weather normalization thus offsets part of the increase in customer

bills that occurs under traditional rate designs in colder than normal weather.

In months that are warmer than normal, the reverse occurs. Most

customers use less gas than they would if the weather were normal. Under

traditional rate design, the customer's bill decreases because the purchased

gas charge and the non-gas charge are both applied to a smaller quantity of

usage. With weather normalization, the decrease in non-gas charges is

eliminated, and the bill decreases only by the amount of the purchased gas

charge on the reduced usage.

Weather normalization moderates the fluctuation in the customer's

bill that occurs when weather is colder than normal and when it is warmer

than normal. In colder than normal months, the customer's bill increases less

than it would under a traditional rate design, and in warmer than normal

Under traditional rate designs, the

_11-
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months, it decreases less than it would under a traditional rate design.

How does weather normalization benefit utility companies?

Weather normalization benefits utility companies because it eliminates the

fluctuations in non-gas revenue that would otherwise occur whenever the

actual weather is colder or warmer than the normal weather used for the test

year to design the utility's rates.

Is weather normalization an accepted regulatory policy?

Yes. Regulatory commissions in 25 states have adopted weather

normalization procedures for one or more gas utilities under their jurisdiction.

How does weather normalization relate to full revenue decoupling?

Weather normalization is a form of partial revenue decoupling. On a monthly

basis, and even for an entire winter season, the difference between actual

and normal weather may have a larger effect on gas usage than any other

factor causing actual usage per customer to differ from test year usage per

customer. Thus, weather normalization eliminates one of the major links

between non-gas revenues and gas usage per customer, but has no effect

on the linkage tying non-gas revenues under traditional rate designs to usage

variations resulting from any other cause.

Is weather normalization appropriate for a utility that has a separate non-

weather related revenue decoupling mechanism?

Yes. With the exception of the SFV form of rate design, full revenue

decoupling is a reconciliation mechanism, and it operates with a lag.

Southwest's proposed "real-time" weather normalization adjusts customer

bills to eliminate the non-gas revenue effect of the largest source of monthly

and seasonal variations in customer usage, and it does so without any lag.

Therefore, Southwest's proposed WNAP provides customers and the

Company with an immediate benefit of reduced risk for variations in customer
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13 F. Alternative Forms of Partial Revenue Decouplinq

14 Q. 31 Earlier you recommended a policy of full revenue decoupling, including both

15 a real-time adjustment to remove weather-related volatility from customer

16 bills (Southwest's proposed WNAP) and a reconciliation and adjustment of

17 non-gas revenues per customer for Southwest's residential and smaller

18 general service customers (Southwest's proposed RDAP). Are there other

19 approaches to revenue decoupling that the Commission might also consider?

20 A. 31 Yes. l believe that the Commission should consider other rate design

21 changes, such as Southwest's proposal to integrate a declining block rate for

22 non-gas charges with an inverted block rate for purchased gas cost.

23 Company witness A. Brooks Congdon explains this rate design in his

24 testimony. The important feature of this rate design is that the composite

25 commodity charge for gas sales customers is a flat volumetric rate, but the

26 offsetting block structures for the recovery of non-gas costs and gas costs

27 provide Southwest with the partial decoupling effect of a declining block for its

bills due to the difference between actual and normal weather. It is also

important to recognize that weather normalization decreases the magnitude

of the rate adjustments needed to achieve full revenue decoupling because

the revenue consequences of weather variations were already removed

before the beginning of the full revenue decoupling procedure.

Why do you recommend weather normalization?

l support the separate weather normalization component of full revenue

decoupling because it reduces the revenue risks for Southwest and for

Southwest's customers. Both sides benefit from comprehensive weather

normalization, especially the "real-time" version proposed by Southwest in

this proceeding.
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non-gas charges. This rate design is an innovative way of combining the

desirable pricing features of a flat commodity charge rate with the desirable

decoupling effect of a declining block rate for the recovery of non-gas costs.

This rate design was first adopted several years ago for Laclede Gas

Company in Missouri, and I support its consideration and adoption here in

Arizona.

Does this conclude your direct testimony?

Yes.
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Expert VWtness Qualifications of Ralph E. Miller

Please state your name, occupation, and business address.

My name is Ralph E. Mil ler. I am self-employed as an independent

consulting economist. My office is at 5502 Wester Avenue, Chevy Chase,

Maryland 20815.

Please describe your educational background.

I did my undergraduate work at `Harvard College, where l received the A.B.

degree summa cum laude in mathematics in 1961, and I was elected to Phi

Beta Kappa. I then went on to graduate work in economics at Harvard,

where I received a Master"s degree in 1963. I continued my graduate studies

there until 1966, and I completed all of the course requirements for the Ph.D.

degree, but not a doctoral dissertation.

What is your employment experience?

I have been an independent consultant for more than twenty years. I also

have ten years of experience as president or vice president of two different

consulting firms specializing in public utility and energy matters. Before that,

I spent three years in the federal government, where I was employed in

positions at the Federal Power Commission (now the Federal Energy

Regulatory Commission, or FERC), the Antitrust Division of the U.S.

Department of Justice, and the Federal Energy Administration (now part of

the U.S. Department of Energy, or DOE). I was on the faculty of the

University of California for three years, where I taught economics courses at

both the graduate and undergraduate levels.

What is your experience in the area of utility rate design?
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I have been engaged in electric and gas utility rate design work for more than

30 years, and I have devoted much of my time to this field during this period.

I am the author of several published reports on utility rate design, and I have

been the invited leader of a workshop on class cost of service analysis at the

National Regulatory Research Institute (NRRI). My utility rate design work

includes class cost of service studies based on fully allocated embedded

costs, marginal and avoided cost analysis, determination of customer class

revenue responsibilities, tariff design, incentive rates and other alternative

forms of rate regulation, and the analysis of ratemaking policy issues.

What is your experience in the specific area of gas rate design?

Since 1981 I have testified on gas rate design in more than 20 proceedings

involving gas local distribution companies (LDCs). Including collaboratives

and roundtables as well as proceedings which were settled prior to hearing, I

have worked on more than 30 gas rate design cases involving more than a

dozen different LDCs in nine states. in the past ten years, my rate design

work has included a consideration of unbundling and gas transportation, in

addition to the more traditional class cost of service studies and class

revenue responsibility issues. Even more recently, I have been focusing

increasingly on ratemaking policy issues, including alterative forms of

regulation and decoupling.

In Maryland I have testified on the traditional cost of service and

class revenue responsibility issues in several Washington Gas Light

Company and Baltimore Gas and Electric Company base rate cases, and

have been participating in the gas roundtables for these two and several

smaller gas utilities. In Michigan I have testified on class cost of service, cost

allocation, class revenue responsibilities, and gas transportation issues in

several base rate cases. New Jersey and Pennsylvania are other states in

I
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which I have testified on traditional class cost of service and rate design

issues in several different proceedings. in addition, I have extensive

experience with gas pipeline rate design and with unbundling and

transportation issues at FERC, where I have testified in numerous pipeline

rate cases and participated in several of the unbundling proceedings

pursuant to FERC Order 636.
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Exhibit "1 I!

American Gas Association NRDC
Tiu Elz'ru's BE¥TDiFEilS£

Joint Statement of the American Gas Association and the
Natural Resources Defense Council

Submitted to the National Association of RegulatoryUtility Commissioners
July 2004

The American Gas Association (AGA) and the Natural Resources Defense Council
(NRDC) recognize the many benefits of using clean-burning natural gas efficiently to
provide high quality energy services in all sectors of the economy. This statement
identities ways to promote both economic and environmental progress by removing
barriers to natural gas distribution companies' investments in urgently needed and
costeffective resources and infrastructure.

NRDC and AGA agree on the importance of state Public Utility Commissions'
consideration of innovative programs that encourage increased total energy
efficiency and conservation in ways that will align the interests of state regulators,
natural gas utility company customers, utility shareholders, and other stakeholders.
Costeffective opportunities abound to improve the efficiency of buildings and
equipment in ways that promote the interests of both individual customers and entire
utility systems, while improving environmental quality. For example, when energy
supply and delivery systems are under stress, even relatively modest reductions in
use can yield significant additional cost savings for all customers by relieving strong
upward pressures on short4erm prices.

NRDC and AGA also encourage state Commissions to support gas distribution .
company efforts to manage volatility in energy prices and reduce volatility .riskS8for
customers. . . . ,

The Energy Efficiency Problem: Regulated Natural Gas Utilities are Penalized
for Aggressively Promoting Energy Efficiency '

Local natural gas distribution companies (gas utilities) have very high lived costs.
These fixed costs Induce the costs of maintaining system safety and reliability
throughout the year, staffing customer service telephone lines z4 hours a day and
doing what it takes ~=9a<=h Qav ¢f the vear<lQfens.ue.tlf;1=#ate-and-»reiabWe1iv¢n >f

.natUpa1»igaS~to-homeSiiscliitablsiftiéSpitélS; "CtUlfé§'ahH*6t'f1er.eustéiiie' .

al

v

Natural gas utilities typically purchase natural gas on behalf of their customers, and
pass through the cost without markup. This means that natural gas utilities do not

L



profit from their acquisitions of natural gas to serve customer needs. The profit
(authorized level of rate of return) comes from the rates utilities charge for
transporting the natural gas to customers' homes and businesses.

The vast majority of the non-commodity costs of running a gas distribution utility are
fixed and do not vary significantly from month to month. However, traditional utility
rates do not reflect this reality. Traditional utility rates are designed to capture most
of approved revenue requirements for fixed costs through volumetric retail sales of
natural gas, so that a utility can recover these costs fully only if its customers
consume a certain minimum amount of natural gas (these amounts are normally
calculated in rate cases and generally are based on what customers consumed in
the past). Thus, many states' rate structures offer - quite unintentionally - a
significant financial disincentive for natural gas utilities to aggressively encourage
their customers to use less natural gas, such as by providing financial incentives and
education to promote energy-efficiency and conservation techniques.

When customers use less natural gas, utility profitability almost always suffers,
because recovery of fixed costs is reduced in proportion to the reduction in sales.
Thus, conservation may prevent the utility from recovering its authorized fixed costs
and earning its state-allowed rate of return. In this important respect, traditional utility
rate practices fail to align the interests of utility shareholders with those of utility
customers and society as a whole. This need not be the case. Public utility
commissions should consider utility rate proposals and other innovative programs
that reward utilities for encouraging conservation and managing customer bills to
avoid certain negative impacts associated with colder-than-normal weather. There
are a number of ways to do this, and NRDC and AGA join in supporting mechanisms
that use modest automatic rate trueups to ensure that a utility's opportunity to
recover authorized fixed costs is not held hostage to fluctuations in retail gas sales.1
We also support performancebased incentives designed to allow utilities to share in
independently verified savings associated with cost-effective energy efficiency
programs.

Many states' rate structures also place utilities at risk for variations in customer
usage based on variations in weather from a normal pattern. This variation can be
both positive and negative. Utilities' allowed rate of return is premised on the

'For example, in 2003 the Oregon Public Utility Commission approved a 'conservation tariff' for
Northwest Natural Gas Company (nw Natural) 'to break the link between an energy utility's sales
and its profitability, so that the utility can assist its customers with energy efficiency without
conflict." The conservation tariff seeks to do that by using modest periodic rate adjustments to
"decouple" recovery of the utility's authorized fixed costs from unexpected fluctuations in retail
sales. See Oregon PUC Order No. 02-634, Stipulation Adopting Northwest Natural Gas Company
Application for Public.Purpose Funding and Distribution Margin Normalization (Sept 12, 2003).
in California, PG&E and other gas utilities have a long tradition of investment in energy efficiency
services, including those targeting low-income households, and the PUC is now considering
further expansion of these investments along with the creation of performance-based incentives
tied to verified net savings. California also pioneered the use of modest periodic trueups in rates
to break the linkage between utilities' financial health and their retail gas sales, and has now
restored this policy in the aftermath of an ill-fated industry restructuring experiment. Thus, in
March 2004, Southwest Gas Company received an order that authorizes it to establish a margin
tracker that will balance actual margin revenues to authorized levels.

2



expectation that weather will be Norma\, on average, and that customer use of gas
will maintain a predictable pattern going forward. Proposals by utilities to decouple
revenues from both conservation-induced usage changes and variations in weather
from normal have sometimes been characterized as attemptslto reduce utilities' risk
of earning their authorized return. The result of these rate reforms, in this regulatory
view, should be a lowered authorized return. But reducing authorized returns would
penalize utilities for socially beneficial advocacy and action, including efforts to
create mechanisms that minimize the volatility of customer bills.

Our shared objective is to give utilities real incentives to encourage conservation and
energy efficiency. Vwth properly designed programs, the benefits could be significant
and widespread:

Customers could save money by using less natural gas,
Reduced overall use will help push down short-term prices at times when
markets are under stress, reducing costs for all customers (whether or not
they participate in the utility programs),
Utilities would recover their costs and have a fair opportunity to earn their
allowed return,
State policies to encourage economic development could be enhanced by
increased energy efficiency and lower business energy costs,
State PUCs would be able to support larger state policy objectives as well as
programs that reflect the public's desire to use energy efficiently and wisely.

In today's climate of rapidly changing natural gas prices, such reforms make good
sense for consumers, shareholders, state governments, and the environment.

Natural Gas Consumers, Price Volatility and Resource Portfolio Management.
Another area of concern shared by NRDC and AGA is the impact of natural gas
price volatility on natural gas consumers, which can be exacerbated by limited
diversification of utilities' resource portfolios. Today many of the nation's natural gas
utilities find themselves relying on short-term markets for most of their gas needs,
with either the encouragement or the acquiescence of their regulators. During much
of the 1990's this approach was typically advantageous to consumers,. as the market
price of natural gas was generally low and did not fluctuate dramatically. As
wholesale natural gas prices have risen since 2000 and become more volatile,
however, many utilities and commissions are reconsidering this emphasis on short-
term market purchases.

while purchasing practices based on short-term supply contracts may offer
consumers relatively low-cost natural gas, those consumers are also exposed to
more volatile prices and natural gas bills that may rise and fall unpredictably. Public
Utility Commissions should favorably consider gas distribution company proposals to
manage volatility, such as through hedging, fixed-price contracts of various
durations, energyefhciency improvements in customers' buildings and equipment,
and other measures designed to provide greater certainty about both supply

3



I

adequacy and price stability. Achieving these goals will sometimes require paying a
premium over prevailing spot market prices. Like diversMed investment portfolios
that are designed to mitigate risk, prudent hedging plans should be encouraged as a
way to help stabilize gas prices and ensure long-term access to affordable natural
gas services.

This Joint Statement also has been reviewed and endorsed by:

1
3 w.; .

ALLIANCE TO
SAVEENERGY

Alliance to Save Energy1'1»:'=satitw an 3?-:=l=¢\' FIi"-»=:.ilam 'l»'F°3wi':!

American Council for an Energy-Efficient Economy

L:NRDGAGA Statement - 7-7-04 (FINAL with ACE3).doc
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Exhibit "2"

Resolution on Gas and Electric Energy Efficiency

VVHEREAS, The National Association of Regulatory Utility Commissioners (NARUC), at its July
2003 Summer Meetings, adopted a Resolution on State Commission Responses to the Natural Gas
Supply Situation that encouraged State and Federal regulatory commissions to review and
reconsider the level of support and incentives for existing gas and electric utility programs designed
to promote and aggressively implement cost-eHlective conservation, energy efficiency,
weatherization, and demand response in both gas and electricity markets; and

WHEREAS, The National Petrolerum Council (NPC), in its September 25, 2003 report on
Balancing Natural Gas' Policy - Fueling the Demands of Growing Economy, found that greater
energy efficiency and conservation are vital near-term and long-term mechanisms for moderating
price levels and reducing volatility and recommended all sectors of the economy work toward
improving demand flexibility and efficiency; and

WHEREAS, The NPC, in its report, idanltilEed key elements of the effort to maintain and continue
improvements in the efficient use of electricity and natural gas, including (but not limited to):

(i) enhanced and expanded public education programs for energy conservation, efficiency, and
weatherization,

(ii) DOE identification of best practices utilized by States for low-income weatherization
programs and to encourage nation-wide adoption of these practices,

(iii) a review and upgrade of the energy efficiency standards for buildings and appliances (to
reflect current technology and relevant life-cycle cost analyses) to ensure these standards remain
valid under potentially higher energy prices

(iv) promote the use of high-efficiency consumer products including advanced building
@1=@Lli211<==s. -en¢rs¥ m e t e r ing  a nd cont ro l-  d9*4°°s

(v) on-peak electricity conservationto the use of gas-firedelectric generating plants,

(vi) the use of combined-cycle gas-ired electric generating units instead of less-efficient gas-
rn i:ired,,boi1ers. and

(vii) clear natural gas and power price signals; and

(viii) remove regulatory and rate structure incentives to inefficient use of natural gas and
electricity; 8I1d

WHEREAS, TheNARUC, at its November 2003 annual convention, adopted a Resolution
Adopting Natural Gals' Information "Toolkit " which encouraged the NARUCNatural Gas Task
Force, to review (among other things) the Endings and recommendations in the NPC report that
have regulatory implications for State commissions for improving and promoting energy efficiency
and conservation initiatives, including consumer outreach and education, review of regulatory
throughput incentives; and .



WHEREAS, The American Council for an Energy-Efficient Economy ("ACEEE"), in its
December 2003 report on Responding to the Natural Gas Crisis: Amen'ea 's Best Natural Gas
Energy Ejjicienqy Programs, (i) identified States and utilities with programs that many would
consider best practice or model programs for all types of natural gas customers and all principal
natural gas end-use technologies, and (ii) found that these programs are concentrated in relatively
few States and regions and could be expanded in other parts of the country to great benet;and

WHEREAS, the Natural Resources Defense Council (NRDC), the American Gas Association
(AGA) and the ACEEE have recently adopted a Joint Statement noting that traditional rate
structures often act as disincentives for natural gas utilities to aggressively encourage their
customers to use less gas. Therefore, the NRDC, AGA, and the ACEEE have urged public utility
commissions to align the interests of consumers, utility shareholders, and society as a whole by
encouraging conservation. Among the mechanisms supported by these groups are the use of
automatic rate true-ups to ensure that a utility's opportunity to recover authorized ired costs is not
held hostage to fluctuations in retail gas sales, now therefore be it

RESOLVED, That the Board of Directors of the National Association of Regulatory Utility
Commissioners (NARUC), convened in its 2004 Summer Meetings in Salt Lake City, Utah,
encourages State commissions and other policy makers to support the expansion of natural gas
energy efficiency programs and electric energy efficiency programs, including those designed to
promote consumer education, weatherization, and the use of high-efficiency appliances, where
economic, and to address regulatory incentives to address inefficient use of gas and electricity, and
be itfilrther

RESOLVED, That the Board of Directors of the NARUC, encourages State and Federal policy
makers to: (i) review and upgrade the energy elticiency standards for buildings and appliances,
where economic, to ensure these standards remain valid under potentially higher energy prices, and
(ii) promote the use of high-eficiency consumer products, where economic, including advanced
building materials, Energy Star appliances, and energy "smart" metering and information control
devices;and be itjilrther

RESOLVED, That Board of Directors of NARUC encourages State Commissions to review and
consider the recommendations contained in the enclosedJoint Statement of the American Gas
Association, the Natural Resources Defense Council, and the American Councilfor an Energy-
Ejjicient Economy; and be itfiarther

RESOLVED, That the Board of Directors of the NARUC recognizes that the best approach
towards promoting gas energy efficiency programs and electric energy efficiency programs for any
single utility, State or region may likely depend on local issues, preferences and conditions.

Sponsored by the NAR UC Natural Gas Task Force, Committee on Gas, Committee on Consumer
Ajhirs, Committee on Electricity, and Committee on Energy Resources and the Environment
Adopted by the NAR UC Board of Directors July 14, 2004
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Southwest Gas Corporation
Docket No. G-01551A-07-

BEFORE THE ARIZONA CORPORATION COMMISSION

Prepared Direct Testimony
of

A. BROOKS CONGDON

INTRODUCTION

Q. 1

A. 1

Please state your name and business address.

Q. 2

A. 2

Q. 3

My name is A. Brooks Congdon. My business address is

5241 Spring Mountain Road, Las Vegas, Nevada 89150-0002.

By whom are you employed and in what capacity?

I am employed by Southwest Gas Corporation (Southwest or

the Company) as Manager/pricing and Tariffs.

state your educational background and businessPlease

A. 3

Q. 4

A. 4

experience.

My background and experience are reflected in Appendix A

to my direct testimony.

What is the purpose of your testimony?

I am sponsoring the Company's rate design proposals.

RATE DESIGN INTRODUCTION

Q. 5

A. 5

1

2
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4

5

6 I.
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g
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24
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26

27

Please discuss the objective of Southwest's rate design

and other tariff proposals in this case.

Southwest continues to face significant instability in

its cost recovery due to changes in customer consumption

attributable to weather as well as erosion of revenues

due to continued customer conservation.

pronounced in the residential of

customers but are also experienced to a lesser extent in

are most

These effects

class

Form No. 155.0 (03/2001) Word



the weather-sensitive small, medium and large general

Therefore, Southwest's rate design andservice classes.

ta r i f f proposals in this case focus on achieving greater

stability in revenues from these customer classes.

In Southwest's last general  rate case, Docket No.

G-01551A-04-0876, No.68487,

sta ted , "We encourage the p a r t i e s t o t h i s proceed ing t o

seek r a t e des ign a l t e r na t i v e s tha t w i l l t r u l y encourage

conservat ion e f f o r t s , wh i l e a t the same time p r ov i d i ng

b e ne f i t s t o a l l a f f e c t e d stakeho lde rs" .

Dec i s i on the Commission

tools  :

Accordingly,

Southwest proposes the fol lowing tari ff and rate design

(1) a ne w mechanism, the Revenue

to recover or return

differences

Decoupling Adj vestment Provision ,

between customers I a ctua l and a uthorize d

non-gas revenue; (2) a new tariff mechanism, the Weather

Normalization Adjustment Provision, to remove weather-

vo lat i l i tyr e l a t e d from the component o f

individua l i nc reases t o

basic service charges

non-gas

customer b i l l s ; (3) gradua l

(BSCS); and e limina tion of

Southwest's currently-effective

residential rate structure for bi l l ing purposes while

(4 )

declining block

stabi l izing recovery of authorized non-gas revenue with

forblocks the and cos toffsett ing non-gas gas

components of the sales rate. The Company believes that

Southwest'sthese tools can re solve cos t recovery

problems while benefiting customers and encouraging

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27 conservation efforts.
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RESIDENTIAL RATE DESIGN

Q. 6 Please provide the background for the development of

Southwest's residential rate design proposals in this

case •

A. 6 In its last Arizona rate case, Southwest's residential

rate design proposals were driven by the need to address

cost recovery issues associated with a chronic decline in

Using the rate

design

average use per residential customer.

tools "traditionally" available, Southwest

proposed shifting cost recovery away from usage-sensitive

components of the rate structure into BSC and the less-

usage-sensitive block o f the declining block

commodity charge .

Southwest also requested the implementation of a

the Conservation Margin Tracker

difference

regulatory mechanism,

, to(CMT ) allow Southwest t o record the

between its actual monthly residential non-gas revenue

amount that would have been realized at theand the

Commission-authorized non-gas per

customer for future recovery or refund. Although the

Commission did not approve Southwest' s residential rate

design proposals, it acknowledged that Southwest "faces

increased financial pressure due to declining usage on a

monthly revenue

1 III.
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Q. 7

per customer basis."

Why did the Commission reject Southwest's rate design

and CMT proposals?

Fawn No. 155.0(aw) Word



A. 7 The proposed

increase to the BSC was too large and violated the

Commission indicated that Southwest's

Further, the Commission wasprinciple of gradualism.

concerned that proposal

reduce the marginal commodity charge of the rate design

from its then-effective level would reduce customers'

Southwest's t o significantly

incentive to conserve. The Commission expressed similar

conservation-related concerns regarding the CMT.

Southwest'sHowever I cost recovery

andthe Southwestpredicament ,

other interested rate case t o conduct

discussions regarding response,

Southwest initiated a "rate design collaborative" which

included Staff and Residential Utility Consumer Office

recognizing

Commission encouraged

participants

issue.this I n

(RUCO).

September 2006 thru April 2007.

In developing its proposals for this proceeding,

Southwest considered the Commission' s concerns and the

The collaborative held four meetings from

Q. 8. proposed

mechanisms and rate design changes and how they conform

opinions expressed at the rate design collaborative.

Please discuss Southwest's new

to Decision No. 68487.

A. 8 The proposed tariff mechanism and rate design changes

are discussed below.

Decision No. 68487 contained several references to the

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

2 5 A . Revenue Decoupling Adjustment Provision (RDAP)

26

27 need to promote maximum energy efficiency. Clearly, the

Fom No. 155.0 (03/2001) Word



Commission is committed to protecting energy supplies

generations . Accordingly,

Southwest' s proposed RDAP is a tariff mechanism that

positions the Company to aggressively promote customer

conservation and energy efficiency, without adverse

financial impact, by allowing the recovery or refund of

any differences between actual and Commission-authorized

for future Arizona

non-gas revenue.

The RDAP is styled after a mechanism recently

approved by the Public Service Commission of Utah for

Que star Gas Company. The RDAP provides for recovery of

non-weather related dollar differences between actual

and authorized non-gas revenue by recording monthly

differences in non-gas revenue in a deferred account and

balance ratethe annually arecovering through

adjustment The process is identical in

nature to the accounting for Southwest' s Purchased Gas

(surcharge).

Cost Adjustment Provision.

are provided in Exhibit No.

The mechanics

(ABc-1) I

of the RDAP

The following

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

table illustrates that total customer savings, including

the RDAP surcharge, can be increased thru a successful

conservation program.

/

/

/

/

/
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1
Effective
Sales Rate

Change in
Use/Customer

Annual
Savings

2
Status Quo
Per Customer Savings $1.49065 -5.0 terms -$7.45

3
Breakeven With RDAP
Per Customer Savings
plus RDAP Surcharge
Total Savings

$1.49065 -6.1 terms -$9.09
1.65

-$7.44
4

Difference from Status Quo $0.01

5 Breakeven RDAP Surcharge Calculation
6.1 terms * $_26956* $1.65 / 325.9 $0.00505

6

7 $l.49065 -6.7 terms

8

SWG Proposed DSM Programs
with Decoupling
Per Customer Savings
Plus RDAP Surcharge
Total Savings

-$10.00
1.81

-$8.19

9 Difference from Status Quo $0.74

10
Breakeven RDAP Surcharge Calculation
6.7 terms * $.26956' $1.81 / 325.3
*

= $0.00556

$.26956 is weighted average winter non-base-load rate.
11

12 The "Status QuoII s c e n a r i o shows that a t Southwest's

13 current average annual decline in use per residential

14 customer of approximately 5 terms, per customer savings

15 is $7.45.
16

The "Breakeven With RDAP" s c e n a r i o demonstrates
17

that the C o m m i s s i o n approves Southwest's proposed
18

19 RDAP , conservation must be increased by slightly more

20 than one therm, f r o m  5  t e r m s  t o  6 .  1  t e r m s  p e r  c u s t o m e r

21 in order for residential customers to be indifferent, in

22 terms of the total amount paid, to the RDAP. Although

23'
be indifferent financially, increasingcustomers ma y

24
conservation, will achieve reductions in the total amount

25

26
of natural gas consumed.

27 If a more aggressive set of conservation measures,
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s uch a s those reflected i n Southwest's 2006 Arizona

Demand Side Management Program Plan f i l e d i n June of

successful2006, increasing per

customer from the base rate o f 5 terms per year t o 6.7

terms (as Southwest estimates would be accomplished with

the implementation of i t s f i l e d DSM programs) , average

including the RDAP surcharge, can be

i s i n conservation

o n average.

customer savings,

increased by $0.74, or 10 percent, per customer per year

This equates to total addi t ional res i dent i a l

ofcustomer savings

addi t ional 1 .6  m i l l i on

million and a n

amount o f natural gas

$0.7 annually

therm per year reduct i on i n  the

consumed vi s-é-v i s s imply

maintaining the status quo.

This information demonstrates that well-supported

conservation and ene rgy e fficie ncy programs I i n

conjunction with the proposed RDAP, can "provide benefits

stakeholder" envisioned byto affected a s the

Commission in Decision No. 68487.

Weather Normalization Adjustment Provision (WNAP)

removes

Southwest's proposed WNAP is a tariff mechanism that

weather-related vola tility from the non-gas

of customer bills for each winter season

The WNAP functions similarly to two other

component

b i l l i n g  cy c l e .

u t i l i t i e s ' adjustment

Southwest is famil iar: Que star Gas in Utah and Northwest

we a the r mechanisms with which

1

2

3

4

5

6

7

8

g

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

19 B .

2 0

2 1

2 2

2 3

2 4

2 5

2 6

2 7

Natural Gas in Oregon. The mechanics of the WNAP are

provided in Exhibi t No. (ABC-2) I
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Removing weather-related vo l a t i l i t y from customer

bi l ls has the fol lowing benefi ts: customers are

over-paying

distr ibution service when the weather i s colder than

shielded from for

(1)

the fixed cost o f

norm a l; (2) the Company i s protected from under-

recovery of its cost of providing service when weather is

warmer than normal; and distr ibution(3) revenues

Commission i n setting rates.

As such, the WNAP

collected more closely mirror amounts authorized by the

Reducing weather-related

volatility in customer bills improves the overall balance

of risk for customers and the Company.

that benefits both customersi s a propos a l and the

Company.

Removing weather volatility on a real-time basis

thee limina te s Commission' s concerns i n

weather-

expressed

Decision No. 68487 that deferring dol lar impacts of both

non-weather-related i nand customerchanges

usage f o r  a m o r t i z a t i o n  i n  a  f u t u r e  p e r i o d  c o u l d  r e s u l t  i n

p o t e n t i a l l y la rge swings i n surcharge ra tes f r om yea r  to

In add i t ion , i t ensures that the d o l l a r impacts

r e l a t ed to each customer's usage i s r e f l e c t e d on that

year .

cus tomer '  s  b i l l .

I n Decision No. the Commission authorized an68487,

increase of approximately twenty one (21) percent i n

Southwest's BSC from $8.00 to $9.70 per month.

(40)

At $9.70

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23 C . Bas ic  Serv ice Charge

24

25

26

27 per month, a pproxim a te ly fo r t y percent of to ta l
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authorized residential non-gas

In authorizing a BSC of $9.70 per

revenue i s recovered

through the BSC.

month, the Commission stated:

"Based on consideration of competing interests and
concerns, we agree that Staff's rate design
recommendation appropriately makes significant
movement towards cost based. rates while providing a
measure of protection for customers who will incur
substantial rate increases as a result of this base
rate case increase".

To continue building upon the movement toward cost-

based rates authorized in Decision No. 68487, Southwest

itsnow t o increase the amount of

revenue recovered through the BSC

proposes

residential non-gas

(40)from forty to percent I Thisforty-five (45)

increase equates to a thirty-two (32) percent increase

in Southwest's current single-family residential basic

charge to $12.80 per month. Southwest proposes to

multi-familyretain its basiccurrently-effective

service charge of $8.70 per month. Southwest's

basic service charges

the(41) monthly

developed in Southwest' s embedded customer class cost of

percent of

proposed

recover approximately forty-one

fixed cost of service

service on Sheet 1 of Exhibit

No.

study and reflected

(ABC-4).

This more modest increase in Southwest's proposed

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

single-family residential basic service charge responds

to the Commission's concern in Decision No. 68487, that

the movement of rates closer to cost-based rates "must
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be balanced with consideration of the principles of

f fairness, encouragementand o fgradualism,

conservation. l l

I n Decision No. 68487, the Commission encouraged the

that would

a l l

parties to seek rate

promote

affected stakeholders.

conservation

design

efforts,

a lte rna tive s

while be ne fiting

Southwest concerns through its
proposal to flatten the sales rate (commodity charge) of

i ts proposed residential rate design, while stabilizing

its non-gas revenues through an innovative allocation of

addressed these

the non-gas and gas cost components of the sales rate as

reflected below.

Illustrative "Average" and Proposed "Allocated"
Single-Family Residential Rates

De s cription

Delivery
(Non-Gas )
Charge

Monthly
Gas Cost
& Rate

Adj

Effective
Sales
Rate

$12 .80

Illustrative
Average Rate Components
Basic Service Charge $12.80
Commodity Charge per Therm

All Usage $.55376 $0.93689 $1.49065

$12.80

$ .88069
.00000

$0.60996
1.49065

$l.49065
1.49065

1

2

3

4 D . Commodity Charge

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

Proposed Rate Components
Basic Service Charge $12.80
Commodity Charge per Therm
Summer
First 15 Therms
Over 15 Therms

Winter
First 35 Therms
Over 35 Thermo

$.88069
.00000

$0. 60996
1 U 49065

$1.49065
1.49065
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Southwest developed proposed rates for its single-

and multi-family residential gas service as follows:

Calculated basic service charges;•

• Retained the currently effective summer and

forwinter rate blocks s ingle - and multi-

•

familyresidential service;

theSet second block non-ga s o r de live ry

•

charge at $.00000 per therm;

Calculated f i rs t block non-gas

required to recover the proposed residential

the rate

•

non-gas revenue;

Calculated the gas cost rates for each block

so customers see a single charge per therm for

Unlike

all usage.

traditional de clining block rates,

Southwest's proposed rate design removes the decl in ing

block rate "pri ce signal " from customers' b i l l s . This

rate design better al igns customer and Company interests,

v i s-8-vis t rad i t i ona l decl in ing block rates, because 1)

incentive to " invest incustomers are provided greater

conservation" thru elimination of the decl ining-block-

and 2) cost recovery is enhanced by

costs

rate price signal,

more accurately reflecting how non-gas and gas

witho n increases o r decreases i nchange I

customer usage s

average,

Exhibit No. (ABC-3)

Southwest's

provides a

1

2

3

4

5
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8

g

10

11
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26

27

complete proposed

"Allocated" rate design versus a typical "Average" rate

reconciliation o f
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1 design.

Laclede Gas Company, a natural gas distribution

company in Saint Louis, Missouri, has had this type of

residential rate design in place since November 2002.

Southwest has a similar allocation of non-gas and gas

tocost between cons umption blocks for service

residential natural gas customers i n its South Lake

California service area • Southwest ha s not

In  b o th  o f th e s e  e xa m p le s ,

Tahoe,

experienced any customer or administrative difficulties

related to this rate design.

the non-gas rate for second block consumption is zero.

rateSouthwest's proposed design

to the Commission's

forThus,

residential gas responds

concerns that traditional declining block rate design can

send the unintended message: "the more you use, the more

s e rvice

you s a ve ."

NON-RESIDENTIAL RATE DESIGN CHANGES

Q. 9 Please discuss the rate Southwest

A. 9

design changes

proposes for its non-residential rate schedules.

Southwest proposes to increase basic service charges for

of schedules.s e ve ra l non-residential rate

to recover forty-one

Specifically, Southwest proposes to adjust basic service

charges to the lesser of: 1) the monthly amount required

(41) percent of each schedules'

allocated average fixed cost per month as reflected on

Sheets l and 2 of Exhibit No. (ABC-4) or 2) e a ch

2

3

4

5

6

7

8

g

1 0

1 1

1 2

1 3

1 4

1 5

1 6

17 I v .

1 8

1 9

20

21

2 2

2 3

2 4

2 5

2 6

2 7 schedules' currently effective basic charge increased by
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thirty-two (32) approach gradually

increases the basic service charges for non-residential

with the exception of rate Schedule Nos. G-

percent I This

schedules,

20, Master Meter Mobile Home Park; G-25(S) , General Gas

Service Small; and G-55(S) , Gas Service for Compression

Small. To avoid potentially large impacts on customers

within these schedules, Southwest proposes to retain its

currently effective basic service charges.

ALLOCATION OF SOUTHWEST' s PROPOSED NON-GAS REVENUE TO

Q. 10 Please describe Southwest's allocation of the proposed

A. 10

non-gas revenue requirement to customer classes.

Southwest the cost

customer classes.

used proportional responsibility

method (PCRM) in apportioning its requested increase to

The PCRM is a cost of service based

theallocation methodology

between the system average rate of return on rate base

and rate of return of the various classes of customers

that narrows difference

to establish non-gas revenue requirements by class that

more accurately reflect the cost of providing service.

Southwest used this method in prior rate cases and

to believe that costcontinues a of service based

1

2

3

4

5

6

7

8

9

10 v I

11 cusmommn cLAssEs AND PROPOSED RATE DESIGN

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

approach to determining each customer class'

requirement is superior to more subjective methods .

revenue
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Q. 11 Have you summarized Southwest' s proposed allocation of

non-gas revenue and proposed rate design by customer

classes?

A. 11 Yes. Southwest's allocation

class

of non-gas revenue and

rate design is developed in

Sheets 3 and 4

resulting customer

Exhibit No. (ABC 4), Sheets 3-8.

reflect Southwest' s PCRM allocation of non-gas revenue

to customer classes. Southwest's proposed rates to

recover proposed class non-gas revenue requirements are

reflected on Sheets 5-8.

Q- 12. Can PCRM Southwest's ratethe and proposed design

methodology be utilized regardless of the level of non-

ultimatelygas revenue

Commission?

increase approved by the

A . 12. Yes.

RATE DESIGN S0MMARY

Q. 13 Has Southwest prepared summary schedules quantifying the

A. 13

customers •

impact of its proposed changes in rates?

Yes. Exhibit No. (ABC-5) provides an in-depth look at

Southwest' s proposed rate designs and their impact on

Sheet 1 is a comparison of the differences

currently-effectivebetween Southwest's proposed

Sheet 1 shows the

a n d

rates for single-residential service.

dollar and percentage changes in rates by rate component

the per therm and percentage changes thea s well a s in

service I Sheet 2

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16 VI I

17

18

19

20

21

22

23

24

25

26

27

average rates for distribution sales

of Exhibit No. (ABC 5) is a graphical representation
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of the monthly bill impact that most

residential customers would experience.

single-family

Sheets 3 and 4

of Exhibit no. (ABC 5) are graphical representations

of typical winter and summer season monthly bills at

Southwest's currently-effective and proposed rates for

service to single-family residential customers. Sheets

2-4 show that the effect of Southwest's proposed single-

f Emily residential rates is actually very smooth across

the months and across various ranges of consumption.

(ABC 5) reflect theSheets 5-8 of Exhibit No. above

andfor currently-effective

proposed rates for multi-family residential service.

Schedules H-1 through H-4 provide additional information

for all customer classes on the

information Southwest's

proposed rate design changes.

discussed. by Southwest witness Mr. Frank Maglietti in

his prepared direct testimony.

Does this conclude your prepared direct testimony?

impact of Southwest's

These areschedules

1
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g
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26

27

Q. 14

A. 14 Yes, it does.
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Appendix A
Page 1 of 2

SUMMARY OF QUALIFICATIONS
A. BROOKS CONGDON

I received a Bachelor of Science degree in Economics

Analyst

from Iowa State University in 1975.

From 1976 to 1980, I was

Telephone

Nebraska office.

for General

employed a s a Forecasting

of the theMidwest in

Company's Columbus, My responsibilities

there primarily involved. projecting growth in demand. for

telephone service in eastern Nebraska and western Iowa.

From 1980 t o 1984, I was employed a s a Rate Analyst

i n the Rate Department o f Pacific Power and Light Company

i n Portland, Oregon involved primarily i n performing cost-

of-service studies and designing rates for electric and

water utilities.

In 1984, I accepted a position at Kansas Electric

Power i n Kansas where my

o f My i s

Cooperative Topeka, primary

responsibilities included coordination of intervention in

wholesale power rate cases at the Federal Energy Regulatory

Commission and preparation of the cooperatives' rate case

activity before the Kansas Corporation Commission.

I began my employment with Southwest in 1987 in the

Rate Department (now the Pricing and Tariffs Department) as

a Rate Specialist. Since that time, I have held positions

position

report

responsibility.

and Tariffs.

present

t o the

increasing

Manager/pricing

Director/Pricing and Tariffs. I a m responsible for the



Appendix A
Page 2 of 2

development of rate and fordesign proposals

Southwest in its three-state retail rate jurisdictions. I

have submitted testimony and testified before the Public

ofUtilities Commission Nevada, the California Public

Utilities Commission,

and the Kansas Corporation Commission.

the Arizona Corporation Commission



Exhibit No.
Sheet 1 of 3

(ABC-1)

PARAMETERS FOR SOUTHWEST GAS' REVENUE DECOUPLING ADJUSTMENT
PROVISION (RDAP)

Purpose of the RDAP:
The purpose of the RDAP is to maximize total customer savings thru aggressive promotion of
conservation and energy efficiency without harming the Company financially by creating a new
deferred account to record for future amortization differences between Southwest's Commission-
authorized non-gas revenue calculated on a per customer basis, and weather-adjusted non-gas
revenue actually billed The RDAP applies to residential (G-5, G-6, G-10 and G-11) and general
service (G-25S, G-25M and G-25L) customer classes.

Data Required:
Commission-authorized monthly non-gas revenue per customer, the number of customers billed
in each month and monthly weather-adjusted non-gas revenue actually billed.

RDAP Process:
An entry will be made to the RDAP balancing account (RDAPBA) each month equal to the
difference between authorized non-gas revenue on a per customer basis and actual weather-
adjusted non-gas revenue billed. Separate subaccounts will be maintained for each customer
class included in the RDAP. The RDAPBA will be amortized every twelve months by dividing
the balance in each subaccount by the volume of gas expected to be delivered to the respective
customer classes over the following twelve month period. Indiv idual surcharges will be
calculated for each customer class included in the RDAP. The RDAP process is set forth below.

• Calculate Commission-authorized monthly non-gas revenue per customer for each
customer class included in the RDAP. Authorized monthly non-gas revenue per
customer is set forth in Southwest's proposed RDAP tariff provision and the calculations
are set forth in Sheets 2 and 3 of Exhibit No. (ABC-2).

• Calculate authorized monthly non-gas revenue for each class by multiplying the
authorized non-gas revenue per customer by the number of customers actually billed.

Using billing system records, determine the amount of monthly weather-adjusted non-gas
revenue actually billed to customers.

• Record the difference between authorized and actual non-gas revenue in the RDAPBA
for each customer class included in the RDAP. A credit RDAPBA entry will be made
when actual non-gas revenue exceeds authorized non-gas revenue and a debit entry will
be made when acmad non-gas revenue is less than authorized non-gas revenue.

• After accumulating twelve months of entries, calculate RDAP surcharges/surcredits by
dividing the balance for each customer class by the total volume of gas expected to be
delivered to customers in the class over the following twelve month period.

• Include the resulting RDAP surcharges/surcredits in Southwest's Rate Adjustment.
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PARAMETERS FOR SOUTHWEST GAS' WEATHER NORMALIZATIGN
ADJ USTMENT PROVISION (wrAp\

Purpose of the WNAP:
The purpose of the WNAP is to eliminate weather-related risk by adjusting each customer's
winter bill to reflect what the customer would have paid for delivery service assuming "normal"
weather for each winter billing cycle. The WNAP applies to heat-sensitive residential (G-5, G-6,
G-10 and G-11) and general service (G-25S, G-25M and G-25L) customer classes.

Data Required:
Actual average daily temperatures and 10-year average heating degree day (HDD) data.

WNAP Process:
A "WNAP Volume Adjustment" will be calculated for each customer for each winter billing
cycle to reflect the difference between the customer's actual use and usage assuming normal
weather. The WNAP Volume Adjustment will then be used to calculate a "WNAP Dollar
Adjustment" to each customer's billed delivery charge. The WNAP process is set forth below.

• Obtain and store in Southwest's billing system actual average temperature and 10-year
average HDDs for each day of the winter season. Actual average temperature for each
day will be input into the billing system the following day, e.g.., Monday's temperature
must be input Tuesday for Wednesday's billing.

Calculate "CycleHDD Variance" as follows:

Nonnnal Cycle HDD =

Actual Cycle HDD =

10-year average HDDs for each day

The number of  degrees that  any day's av erage
temperature is less titan 65

Cycle HDD Variance = Nonnnal Cycle HDDs for each day in the billing cycle
less Actual Cycle HDDs for each day in the billing cycle

Calculate each customer's non-temperature sensitive "Base Load Volume per Day" by
determining the customer's lowest average daily use for the June thru September billing
periods. Average daily use is the customer's total monthly use divided by thenumber of
days in the billing cycle. For new customers, Base Load Volume per Day will be
estimatedbased upon the average Base Load Volume for other customers in each district.
If necessary, Company personnel will adjust customers' Base Load Volume per Day to
reflect a more representative amount.

• Calculate each customer's "Cycle Usage per HDD" by subtracting the customer's Base
Load Volume (Base Load Volume = Base Load Volume per Day X Number of Days in
Billing Cycle) firm actual usage and dividing the difference by the Actual Cycle HDDs.
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PARAMETERS FOR SOUTHWEST GAS' WEATHER NORMALIZATION
ADJUSTMENT PROVISION (WNAP)

• Calculate each customer's WNAP Volume Adjustment by multiplying the customer's
Cycle Usage per HDD by the Cycle HDD Variance.

• Calculate each customer's WNAP Dollar Adjustment by multiplying the WNAP Volume
Adjustment by Southwest's delivery charge rates.

• Add the WNAP Dollar Adjustment to the customer's "regular" bill calculated using
metered volumes and calculate taxes on the total  including the WNAP Dol lar
Adjustment.
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